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Vou'll be surprised at these figures ! 


®@ 80 million Americans own $48 billion of 
U. S. Savings Bonds. 


@ 20,000 of the nation’s 38,000 firms 
employing 100 or more persons are oper- 
ating Payroll Savings Plans. 


e 7,500,000 workers are buying an indi- 
vidual average of $20 of Bonds per month. 


@ For the year 1948, sales of Series E Bonds 
exceeded redemptions by $495,148,000. 
The net figure for all Series after redemp- 
tions and maturities was $2,151,140,000, 


What does all this mean to you? Well, 
it means first of all that your Treasury 
Department is successful in its program 
of increasing the nation’s economic 
security by spreading the national debt. 
Secondly it means that most of the nation’s 
business leaders recognize the value of 
the Payroll Savings Plan sufficiently to 
promote it within their companies. 


———_S 
Cs 
—— 


13 
= 





y 
7 


wy 
= 


For example... 


To give you some idea of the Plan’s 
growing popularity: 86,384 employees of 
a prominent electrical manufacturing com- 
pany were investing in Bonds at the rate 
of $30,005,270 as of the end of 1948. This 
is a gain of nearly 100% over 1947, when 
15,000 employees participated in that com- 
pany. The treasurer of a well-known shoe 
company reported that, of his concern’s 
19,060 employees, 9,240 were in the Plan 
and had invested $146,807.32 in Bonds 
via deductions during the preceding month. 


Why promote it? 


We all know how buying Bonds builds 
an individual’s future security. But there 
are company benefits too! Nation-wide 
experience shows that Payroll Savings 
increases each participating employee's 
peace of mind—makes him a more con- 
tented, more productive worker. It re- 
duces absenteeism, lowers accident rates, 
increases output, and improves employee- 
employer relations. 
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It’s easy to boost participation 


I. See that a top management man spon- 
sors the Plan. 

2. Secure the help of the employee 
organizations in promoting it. 


3. Adequately use posters and leaflets 
and run stories and editorials in company 
publications to inform employees of the 
Plan’s benefits to them. 


4. Make a person-to-person canvass, 
once a year, to sign up participants. 
These first four steps should win you 
40-60% participation. Normal employee 
turnover necessitates one more step: 


5. Urge each new employee, at the time 
he is hired, to sign up. 


Nation-wide experience indicates that 
50% of your employees can be persuaded 
to join—without high-pressure selling. 
All the help you need is available from 
your State Director, U. S. Treasury 
Department. Savings Bond Division. 


The Treasury Department acknowledges with appreciation the publication of this message by 


U. S. TREASURY 


This is an official U. S. Treasury advertisement prepared under the auspices of the Treasury Department and The Advertising Council. 
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“Call for 
PHILIP MORRIS” 


Sos 
>” New York, N.Y. 
June 14, 1949 


Philip Morris & Co. Ltd., Inc. 


The regular quarterly dividend of 
$1.00 per share on the Cumulative Pre- 
ferred Stock, 4% Series, and the regu- 
lar quarterly dividend of 90¢ per share 
on the Cumulative Preferred Stock, 
3.60% Series have been declared pay- 
able August 1, 1949 to holders of Pre- 
ferred Stock of the respective series of 
record at the close of business on July 
14. 1949. 

There has also been declared a quar- 
terly dividend of 50¢ per share on the 
Common Stock. ($5 Par). payable July 
15, 1949 to holders of Common Stock 
of record at the close of business on 
June 30. 1949. 

Pursuant to a resolution adopted at 
the Stockholders’ Meeting held on July 
10, 1945. no Certificate representing a 
share or shares of Common Stock of 
the par value of $10 each is recognized, 
>, until surrendered, and 
a Certificate or Certificates for new 
Common Stock of the par value of $5 
each shall have been issued therefor. 
Holders of Certificates for shares of 
Common Stock of the par value of $10 
each are, therefore, urged to exchange 
such Certificates, for Certificates for 
new Common Stock of the par value of 
$5 per share, on the basis of two shares 
of new Common Stock $5 par value, 
for each share of Common Stock of 
the par value of $10. 

# .G. HANSON, Treasurer. 

















Safeway Stores, Incorporated 


Preferred and Common 
Stock Dividends 


The Board of Directors of Safeway 
Stores, Incorporated, on June 10,1949 
declared quarterly dividends on the 
Company’s $5 Par Value Common and 
5% Preferred Stocks. 

The dividend on the Common 
Stock is at the rate of 30c per share 
and is payable July 1, 1949 to 
stockholders of record at the close of 
business June 21, 1949. 

The dividend on the 5% Preferred 
Stock is at the rate of $1.25 per share 
and is payable July 1, 1949 to 
stockholders of record at the close of 
business June 21, 1949. 

MILTON L. SELBY, Secretary. 
June 10, 1949. 








| DIVIDEND NOTICES 
DEBENTURE: The regular quarterly 
dividend of $2.00 per share on the De- 
benture Stock will be paid Aug. 1, 1949, 
to stockholders of record July 25, 1949. 
“A” COMMON and VOTING 
COMMON: A quarterly dividend of 
25 cents per share on the “A’’ Common 
and Voting Common Stocks will be paid 
Aug. 15, 1949, to stockholders of record 
July 25, 1949, 

A. B. Newhall, Treasurer 
Dewnioon Mlanufachuing Co. 


Framingham, Mass, 
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Politics = 


The Trend of Events 


WOOING THE VOTERS... The dramatic efforts of 
the Democrats at the recent farm meeting in Des 
Moines to woo and win the farm vote points up the 
fact that these efforts to date, centering on the 
Brannan farm program, have not been very success- 
ful. It remains to be seen whether the Des Moines 
show has served to make the new scheme more con- 
vincing. The farmers have never been averse to 
special benefits but they are practical people and 
they question whether the enormous subsidies which 
the Brannan plan implies may not defeat their own 
purpose. Moreover, they like freedom of initiative 
and question the plan’s far-reaching controls. Above 
all, they are suspicious of any proposal which 
claims to raise the farmer’s income and at the same 
time to keep down prices for consumers. To them, 
it sounds just a bit too clever and they suspect a 
flaw somewhere. The Democrats are aware of this 
suspicion, hence their redoubled efforts to “talk 
them into it.” In doing so, Mr. Brannan himself did 
not hesitate to go as far as predicting an “economic 
collapse unless his plan is adopted. Evidently he 
wants to “scare them into it.” 

What’s been going on is at this time perhaps 


Act. Both are appeals for votes with an eye on the 
congressional elections next year. 

The idea of political appeal to the labor and farm 
groups was expressed in President Truman’s ac- 
ceptance speech before the Democratic National 
Convention nearly a year ago. It might be a good 
thing to repeat now what he said then, for the bene- 
fit of those with short memories. Said he: “Never 
in the world were the farmers of any republic as 
prosperous as the farmers of the United States. 
And if they don’t do their duty to the Democratic 
party, they’re the most ungrateful people in the 
world ... And I’ll say to labor just what I’ve said 
about the farmers — they are the most ungrateful 
people in the world if they don’t support the Demo- 
cratic party.” 

This makes the Des Moines farm session, the 
plugging of the Brannan plan as well as current 
pleas to labor appear in their proper light — in the 
light of plain efforts to repeat the 1948 victory at 
the polls. If it works, all we can do is pity the people 
who will have to pay the bill. In the end, we shall 
all be paying for it, farmers and labor included. 


STUDY IN CONTRASTS...Com- 





more important politically 
than economically, we feel. In 
particular it must be viewed 
as a renewal of the Adminis- 
tration’s policy of class ap- 
peal at the expense of the rest 
of the country, for purely 
political purposes. The Ad- 
ministration’s fight for the 
Brannan plan in this respect 
is on a par with its fight for 
repeal of the Taft-Hartley 





We recommend to the attention of our 
readers the analytical discussion of busi- 
ness trends contained in our column 
“What's Ahead for Business?” 
regular feature represents a valuable 
supplement to Mr. A. T. Miller’s stock 
market analysis of importance to in- 
vestors as well as to business men. To 
keep informed of the forces that may 
shape tomorrow’s market, don’t miss it! 


pared to the recent “mani- 
festo” by the CIO leadership 
to the effect that labor’s pur- 
chasing power must be main- 
tained at all costs by forcing 
fourth round wage _ boosts, 
A.F.L.’s advice to its local 
unions in these days of eco- 
nomic uncertainty provides an 
excellent example of respon- 
sible leadership in_ trade 


This 
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union movement. While one may disagree with some 
of the theories or contentions made by the A.F.L. 
generally, their latest advice is sound and the spirit 
behind it constructive. This is far more than we 
have ever been able to say about C.I.O. pronuncia- 
mentos and policies. 

Here is what national headquarters of A.F.L. sug- 
gests to their locals: “In the precarious business 
situation, wise union policies are of the utmost im- 
portance in negotiating with your employer. Get 
the facts on his financial condition and outlook from 
him if possible; supplement your information by 
writing A.F.L. headquarters. Perhaps your em- 
ployer’s prospects are excellent; but if his profit 
margin is being squeezed by price declines, your 
future will be more secure if you help him improve 
his competitive position. A wage increase may de- 
pend on a plan for union cooperation to prevent 
waste, save expense, cut costs, improve production. 
Such a plan can be developed through a Union- 
Management Production Committee. Now is the 
time to revive this prewar idea and make it effective 
for today’s needs. 

How different this sounds from the traditional 
C.1.0. attacks on management, from C.I.O.’s cus- 
tomary lack of regard for the position and prob- 
lems of employers who after all provide the jobs 
for the workers. While the A.F.L. by no means gives 
up its interest in wage increases, if openly recog- 
nizes the fact that competition is the main pillar of 
free enterprise and that smaller companies, in order 
to compete, cannot always absorb the w age rates 
granted by larger units. 

Doubtless responsible union leaders are aware and 
fearful of the possible effects of the current reces- 
sion and realize that this is no time for boat-rock- 
ing. This is the implication of A.F.L.’s advice to its 
member unions. The same awareness of realities 
should guide the action of every union, in the very 
interest of the workers if not that of business, for 
what good are higher pay scales if there are 
no jobs? 


THE ECA DEBATE ... In the current effort of the 
Senate Appropriations Committee to make a sub- 
stantial cut in the $4 billion asked for the European 
Recovery Program, there is a good deal more than 
meets the eye. Patronage, politics and even a slight 
dose of wishful isolationism have been going about 
in the guise of a genuine and compelling desire to 
balance the Federal budget. 

Having failed in previous efforts to hold down 
appropriations for domestic undertakings of imme- 
diate interest to voters, there is now a frantic search 
of the foreign spending field for potential econo- 
mies. The very haste and pressure to cut ECA out- 
lays has not only served to bring into question the 
motives of those advocating it, but it has also cre- 
ated a most unhealthy atmosphere in which the ECA 
appropriation is now being considered. It is prob- 
ably inevitable that no multi-billion dollar spending 
program can be kept wholly free from political im- 
portuning, but the less of it there is in this aie 
the better. 

As matters stand, the House has seeeninianed 
$3.56 billion for the first 1014 months of the fiscal 
year, or about at the rate of the $4 billion asked. A 


majority in the Senate Appropriations Committee 
would like to provide the smaller amount for the 
full twelve-month period and save some $500,000. 

ECA Administrator Hoffman has made it clear 
that if this is done, the recovery program will fal- 
ter, and that if that happens, there will have to be 
a new head of the ECA. It remains to be seen 
whether Senate committeemen are prepared to ac- 
cept responsibility for such an eventuality and what 
it could mean in the larger terms of European re- 
covery and the cold war. 

It is a program that cannot be taken lightly, par- 
ticularly in view of the dismal failure of the four- 
power conference at Paris which once more points 
up the seemingly irreconciable gap between East 
and West. In view of this we can hardly afford to 
jeopardize the European Recovery Plan or under- 
mine the will of the Western powers to stand united 
in the face of Russian intransigeance. Should, by 
cutting its funds, ECA actually falter as Mr. Hoff- 
man predicts, not only the economic but the politi- 
cal consequences could be more than we would care 
to contemplate. 


BYRNES AND THE WELFARE STATE... Former Secre- 
tary of State James F. Byrnes in the course of his 
speech the other day at the bicentennial celebration 
of Washington and Lee University uttered a solemn 
warning against the current drift towards statism 
in the United States. “If some of the new programs 
seriously proposed should be adopted,” he said, 
“there is danger that the individual, whether 
farmer, worker, manufacturer, lawyer or doctor, 
soon will be an economic slave, pulling an oar in 
the galley of state.” 

The warning is timely all right, for it comes just 
as Congress is getting down to the real business of 
grappling with the President’s program of paternal- 
istic legislation. Moreover it brings home to the 
minds of many not aware of it just how far we have 
progressed towards a welfare state, the zooming 
costs of which already bear down heavily on every 
individual and enterprise. 

Judging from the anguished cries of Administra- 
tion regulars, Mr. Byrnes’ warning hit home, 
though what effect it may have on the Administra- 
tion’s proposal for housing, socialized medicine and 
similar measures is problematical. It is well to re- 
member that Mr. Byrnes, far from a reactionary, 
has always been considered a Southern liberal and 
a stalwart Democrat. Coming from him, therefore, 
this warning carries double weight. 


TIMID START...Seven different reorganization plans 
recently submitted to Congress on the same day 
appear like a prompt and extensive use of the power 
conferred by the Reorganization Act just signed by 
the President, but the seven plans, together, actu- 
ally add up to only a very minor start on putting the 
Federal Government on a more businesslike basis. 
It seems that of the reorganization plans growing 
out of the work of the Hoover Commission, the 
President has selected for his first moves the recom- 
mendations least apt to achieve any considerable 
economies in Government. Most involve merely the 
transfer of agencies from one department to an- 
other. 
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BY ROBERT GUISE 


“BIG FOUR’? DEADLOCK 


Aras 29 days of meetings at the Palais Rose 
in Paris, the Foreign Ministers’ conference came to 
an end with such a minimum of agreement that it 
barely prevented the meeting from being another 
complete flop. No agreement was reached on a uni- 
fied government for Germany, none on a unified 
government for Berlin, none on a German peace 
treaty. Only on the Austrian 
treaty question seemed some 
sort of a deal possible 
though the limited agree- 
ment reached in that matter 
Was one in principle only 
and far from firm. 

In short there was no 
meeting of the minds on any 
major point of conflict. De- 
spite the new modus vivendi 
regarding Germany, there 
remains the acknowledged 
stalemate which splits both 
Germany and Europe and 
which can continue only at 
the risk of new dangers. 
This is the primary answer 
to the question where the 
conference leaves the rela- 
tions between East and 
West. No fundamental shift 
has taken place but these 
minor changes which have 
been made were somewhat 
to Russia’s advantage. Rus- 
sia renewed her pledge not 
to reimpose the blockade of 
Berlin and in return re- 
ceived our promise to help 
facilitate trade between the 
western and eastern zones of 
Germany. But after all, by agreeing to “live” with 
the western powers peaceably in Berlin, the Soviets 
merely promise to do what they were previously com- 
mitted to do. All of which may not be too important 
at this stage of the cold war. While the conference 
has achieved little or nothing, at least it served to 
bring into new focus the world positions of the East 
and West. 

The cold war continues despite Russia’s apparent 
willingness to abandon her brutally aggressive tac- 
tics for the more normal processes of diplomacy and 
trade development. There has been a good deal of 
conjecture what the Soviets really wanted at Paris. 
A widespread impression was that they were out 
for a deal permitting them and their economically 
hard-pressed satellites greater access to the indus- 
trial products of Western Europe. If this was their 
aim, they have largely failed, for no such regular 
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trade agreement materialized although they prob- 
ably could have had one, had they been willing to 
meet the western powers half-way. But Soviet aims 
probably went beyond mere trade. They also wanted 
a breathing spell, politically. They had been making 
no headway in Germany, and they had run into 
serious satellite trouble. The latter were hurt by the 
disruption of East-West 
trade; moreover they were 
worried about recent Rus- 
sian demands for a re-united 
Germany. 

Thus Russia’s immediate 
problem seemed not to seek 
new gains in Europe but to 
consolidate what she already 
has.. Mr. Vishinsky placated 
the satellites in Paris by 
tentatively opening the door 
for resumption of East-West 
trade, and he played down 
his demand for a_ unified 
Germany. Perhaps in all of 
this, the Soviets also feel 
that time is on their side. 
Their propaganda has made 
much of recent symptoms of 
economic recession in the 
West and their strategy may 
be to wait in the hope of a 
serious depression. 

It is obvious that the 
Soviets are determined to 
continue the cold war in an 
effort to gain by diplomacy 
and propaganda what they 
have been unable to win by 
force. Though on the sur- 
face at least, this had led to 
an easing of East-West tension, we must maintain 
our watchful attitude and hold firmly to our course. 
We must be doubly cautious because the Soviets 
seem anything but obliging in the Far East. 
Vishinsky’s attempt to place the Japanese peace 
treaty on the Paris agenda — where it did not be- 
long — was highly significant. So was his sugges- 
tion that only the nations that had signed the sur- 
render terms with Japan should participate in the 
Japanese treaty discussions. This would eliminate 
France, giving Russia and the Chinese Communist 
Government an equal voice with the United States 
and Britain, and it is easy to see what that would 
mean. Vishinsky’s proposal, as we know, was turned 
down at Paris, but it is not surprising to learn that 
while Mr. Acheson went to Paris concerned about 
Germany, he came back disturbed about China. 

Joseph Stalin once (Please turn to page 356) 


White in the Miami Herald 
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Security Prices—and the Business Outlook 


The current technical rally does not change the picture. We believe that regardless of 
more immediate market action, further downside tests are ahead under the impact of the 
deflationary trend for business and earnings. In view of this, a conservative policy, with 


invested positions of about 50% in typical 


By A. T. 


A fter recording a new postwar low as of June 13, 
average stock prices have rallied moderately and 
slowly up to this writing. There is every reason to 
regard it as a mere technical rally, relatively insig- 
nificant when measured in terms of our inclusive 
weekly indexes. It reflects no important change in the 
supply-demand balance within the market, as shown 
by the chart on this page. And it remains necessary 
to allow for further downside tests, in view of the 
continuing decline in business activity and total cor- 
porate earnings, whether or not there is a little more 
rally in the meantime. 

It is not particularly surprising that the breaking 
of the 1947 lows in the averages did not of itself pre- 
cipitate a fresh wave of liquidation and a resulting 
nose-dive in prices. We had not necessarily anticipated 
that when we recommend the increasing of reserve 
funds in this discussion two weeks ago. With the mar- 
gin position what it is, there can be no important 


accounts, remains justified in our opinion. 


MILLER 


amount of forced liquidation in this market; and 
“bear-raiding” is out under SEC regulation since short 
sales cannot be made at consecutively lower prices. 
It is largely an investment market in the sense that 
much less selling and buying than formerly are done 
on the basis of “technical signals.” 


Reasons for Caution 


On the other hand it has been demonstrated that, 
regardless of the long period during which the busi- 
ness recession had been anticipated as a generality, 
an appreciable percentage of investors will sell stocks 
as the environment of continuing deflation wears 
down their nerves, and especially as items of adverse 
corporate news affect the individual stocks which 
they hold. This selling does not have to be in large 
volume to cause a considerable further erosion of 
stock prices, especially in the case of speculative 
issues and even the better-grade issues 
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in cyclical industries, since investment 
bids are mostly under the market on a 
scale down. 

The spring period has passed without 
any seasonal rebound in total business 
activity—in fact, it brought further de- 
terioration. When the figures are re- 
leased, June production and trade no 
doubt will be seen to have been under 


ago 


240 


220 ly probable, and it could be sharp in the 


event of a coal strike or strikes in any 
major lines. In short, there is nothing 
in the economic outlook which seems 
capable of putting stock prices up over 
the near term or the medium term; and 
there is no foreseeable stimulation in 
Government moves or in the field of for- 
eign affairs. 

This would seem to leave the question 
of whether the present minor rally can 
develop into something moderately bet- 
ter, perhaps running into a portion of 
July, dependent on a temporary psy- 
chological reversion from the recent 
rather acute jitters, plus the precedent 
of some degree of rise at some time 
within the July-August period in past 
years. This is a tenuous basis on which 
to attempt to predicate sensible invest- 
ment policy. There has been no “selling 
climax” in this market; and, the trend 
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of business being what it is, 
these periods in which the 





YEARLY RANGE 








1940 - ‘48 
market pauses aftera phase  |#5° ee 
of decline and tries to take PRICED | PRICED |320 Stocks 
a more cheerful view of ideal witha 4 





things cannot last long. 
Thus, it is hard to see either 
a technical base or a psycho- 





logical base for much more 
rally than has now been 
seen, amounting to less than 
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average up to this writing. | | 
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mostly on the fact, which 
brokers love to harp on, that 





















July - August highs have 
been above May-June lows 
in each of the last 52 years. 
The record is not without 
interest, but it may be per- 
tinent to note that, if the 
June 13 closing low of 161.60 
for the Dow industrials 
turns out to be the May- 
June low, as is readily pos- 
sible, the precedent of ‘‘sea- 
sonal summer rise” could be 
maintained merely by the 
average remaining any dis- 
tance above the June 13 low 
through July 1. There is no | 
element of prediction in this 
observation. We cite it mere- 
ly to emphasize that “the 
traditional summer rise” is 
a tricky thing, and not 
something either easily or 
safely applicable to invest- 
ment policy. If it should take 
the form of any extension 
of the rally of this last fort- 
night, our general view is 
that it probably would be of 
a scope disappointing to the optimists, that it would 
be more likely to top out before we have gone very 
far into July than in August, and that it would pre- 
sent a purely fortuitous opportunity to pare down or 
weed out your more speculative stockholdings if you 
have not already done so. 
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Conclusive Test Still To Come 


This has been an unusual economic readjustment 
in that, up to the present, there has been enough ac- 
tivity in the durable goods industries, headed by auto- 
mobiles, building and steel, to offset in substantial 
degree the deflation in consumer-goods lines which 
has been going on for a year or more and is well ad- 
vanced. That is why the over-all decline in production 
through May was only about 10%. There may be 
small rebounds in some of the light industries within 
the medium-term, but the shrinkage in heavy indus- 
try is likely to quicken. Hence, we do not see much 
chance for a completion of the general adjustment 
before next year. That implies that the worst, as re- 
gards earnings reports and dividend declarations, is 
still ahead. If the market either holds relatively well 
under those anticipated conditions or declines mater- 
ially, it will be time to consider purchases for the 
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primary objective of cyclical appreciation. It is pre- 
mature now. 

Technicians of late have been prone to attach sig- 
nificance to the fact that on appearance of reaction- 
ary tendencies last week, turnover dwindled and the 
market narrowed sharply. This, they argue, is not 
only indicative of investor apathy to lower prices but 
might also imply that liquidation of large holders may 
have been substantially completed. There is also some 
inclination to feel that refusal of the market to stay 
down in the face of adverse developments including 
penetration of an established resistance level must 
necessarily mean that the worst has been discounted. 
We are disinclined to share these views. 

It should be noted that the preponderant majority 
of good-grade stocks in relatively stable industries— 
of which drugs, dairy products, utilities, grocery 
chains, tobacco products and variety chains are typi- 
cal, among others—have not yet come even close to 
breaking their 1947-48 lows; and that manv of them 
are also above their lows of last February. They could 
be pulled down moderately, given a deeper decline in 
the general list; but holders of stable-industry stocks 
face a minimum of uncertainty. The 50% invested 
positions that we recommend maintaining should be 
as largely as possible in such issues.—Mon., June 27. 
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Our Expanded 
Capacity to Produce 


— IN RELATION TO PREWAR...AND 
TODAY’S DOMESTIC AND FOREIGN MARKETS 


portant data. Al- 
though conducted 
biennially since 
1921, the Census was 
not taken in the 
years 1941, 1943 and 


war. Since this gap 
in the series was the 
longest in recent his- 
tory, the 1947 Cen- 
sus just summarized 
by the Bureau is of 
exceptional sig- 
nificance. It serves 
to point up the vast 
changes which have 
taken place in the 
pattern of American 
industry during the 
war and reconver- 
sion, the great in- 
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Sere industry since the war’s end has 
invested some $75 billion in new plant and equipment, 
leading to unprecedented expansion of productive ca- 
pacity on top of the significant broadening of our in- 
dustrial base during the war, a goodly part of which 
was retained through conversion to peacetime pur- 
poses. Thus industry today is bigger and stronger 
than ever, its capacity to produce — and produce 
efficiently — enormously increased. Many wonder 
whether in response to huge and abnormal demand 
for its goods during the war and since, it has not de- 
veloped excessive capacity which may be particularly 
felt when demand both at home and abroad has re- 
turned to normal, when European nations, following 
recovery, are again becoming aggressive exporters. 

The time is not far off. At home, we have virtually 
returned to a replacement basis, with pent-up de- 
mands largely satisfied. Abroad, recovery of pro- 
duction has made great strides and there are grow- 
ing signs of rising world competition which is bound 
to narrow our potentials in world commerce. All of 
which raises the question just how great an excess 
capacity we may have in relation to changing poten- 
tials for the absorption of its output. 

The story of postwar industrial expansion, in terms 
of expansion programs by major industries and in- 
dividual companies, is well known since it has been 
well publicized. Still its overall significance has al- 
ways been somewhat difficult to evaluate. In this re- 
spect, the new Census of Manufactures undertaken 
by the Bureau of Census reveals interesting and im- 


316 


creases in manufac- 
turing output, plant 
facilities and em- 
ployment, the ap- 
pearance of new 
plants, new manu- 
factures and new in- 
dustrial areas. 

The 1947 Census 
of Manufactures 
does of course not 
tell the whole story 
of postwar expan- 
sion since a good 








deal of it was under- 
taken last year, and 
some even this year, 
none of which finds 
expression in 1947 figures. However, this does not 
detract from the latter’s usefulness and significance. 
Thus we find, that in the aggregate in 1947, 38% 
more factories employing 52% more workers turned 
out a dollar volume of goods three times as high as in 
1939. This volume is measured in terms of “value 
added by manufacture,” that is the amount by which 
the value of shipments exceeds the costs of materials 
and supplies. It is an excellent measure of productive 
capacity though subject to qualifications. 

The number of factories covered in the 1947 Cen- 
sus approximated 241,000 whereas in 1939 there were 
only 174,000. The average number of production 
workers has risen to 11.9 million from 7.8 million; 
and “‘value added by manufacture,” indicative of out- 
put, was $74.3 billion as against $24.5 billion in 1939. 


Geographical Changes 


In 1947, the ten most important states from the 
standpoint of industrial production were ranked as 
follows: New York, Pennsylvania, Illinois, Ohio, 
Michigan, New Jersey, California, Massachusetts, 
Indiana and Wisconsin. This ranking is the same as 
shown for 1939 except that over the period, California 
advanced ahead of Massachusetts, rising from 8th to 
7th among the states, and Wisconsin displaced Con- 
necticut from 10th place. California led these states in 
rate of growth, with a 256% increase in “value added 
by manufacture” and a 96% increase in employment. 
Wisconsin was second with gains of 232% and 72%, 
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respectively. The smallest percentage increases in 
either respect were shown by the New England and 
Middle Atlantic states generally. 

Even more interesting is the showing of major in- 
dustry groups. Top position in point of gain of pro- 
ductive capacity is held by the Electrical Machinery 
group; here the number of establishments increased 
100%, employment of production workers 156% and 
“valued added by manufacture” fully 315%. It shows 
not only where greatest capacity expansion has oc- 
curred but where keenest competition must be ex- 
pected unless the new capacity can be absorbed. The 
machinery industry as a whole (except electrical) 
holds second place with an indicated gain of produc- 
tive capacity of 285% and an increase in the number 
of establishments of 102%. What with postwar em- 
phasis on plant expansion and modernization, all call- 
ing for new industrial equipment, and heavy export 
demand for American machinery, these sharp in- 
creases are not particularly surprising but they also 
explain the sharp slump in machinery output now 
that the expansion phase is largely completed. The 
implication of overcapacity, relative to more normal 
demand, is fairly clear in both these instances. The 
same can probably be said for fabricated metal prod- 
ucts; though the number of establishments increased 
only 76%, indicated output rose 250%. 


Other Large Increases in Capacity 


Value added by manufacture in the Transportation 
Equipment industries increased about 228%, and the 
number of production workers employed 81%. Sub- 
stantially greater than the average increases in both 
measures were also reported for Instruments and re- 
lated products (225% and 114%), and for Rubber 
products (221% and 78% ). In the Lumber, Furniture 
and Paper industries, the increase in ‘“‘value added”’ 
averaged about 230%, substantially greater than the 
average for all industries though the roughly 45% 
increase in employment was somewhat lower than the 
national average of 52%. 

Even more striking was the 225% increase in 
“value added” in the Apparel industries as compared 
with a gain in employment of only about 30%. The 
explanation for this probably lies not only in the tre- 
mendous business volume of these industries in the 
early postwar but also in the high profit margins 
which prevailed during that period. By way of con- 
trast, comparatively small increases in both “value 
added” and employment were reported in Foods, To- 
bacco and Leather products, as shown in the accom- 
panying chart. The food industry’s gain in “value 
added” was only 160% above 1939 but the number 
of food factories declined by 8%, the only decline in 
the entire list. This would mean that the average gain 
in output for each food processing plant was never- 
theless the biggest in the entire manufacturing 
industry. 

Significant also is the reported increase of 195% in 
“value added” by Textile mills on an increase of em- 
ployment of only 6% though the number of estab- 
lishments rose 28% ; this highlights the gain in pro- 
ductive efficiency in the industry through moderniza- 
tion and new equipment but it may also bear some 
relationship to the high profit margins prevailing in 
this field in 1947. Chemicals and allied products 
showed a 196% gain in “value added,” on a 69% in- 
crease in employment, while the same measures for 
Petroleum and Coal products were 190% and 58%, 
respectively. But in both groups, the number of es- 
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tablishments increased only 14%. In these as in other 

instances where the gain in the number of establish- 
ments has been relatively small compared with the 
increase in “value added,” it seems safe to conclude 
that expansion has been achieved impressively by 
raising productive capacity of existing plants. Out- 
standing evidence in this respect points to the Food, 
Chemical, Petroleum, Paper and Textile industries 
though since the figures reported are aggregates, one 
must allow for perhaps considerable variations among 
individual companies. 

In looking at the summary picture revealed by the 
Census of Manufactures, as reproduced in the accom- 
panying tabulation and chart, one finds seemingly 
most direct and concrete evidence of expansion in the 
relative increase of establishments in the various in- 
dustry groups. Leading in this respect, as already 
pointed out, was the machinery industry, followed 
by Instruments and related products (reflecting 
among other things the greatly expanded stature of 
the aircraft industry), and by Lumber and products 
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where establishments have been doubled as the result 
of the building boom. A relatively large increase in 
manufacturing establishments has also occurred in 
Fabricated Metal Products, Transportation Equip- 
ment and Stone, Clay and Glass Products. Smallest 
increases, by less than 25%, on the other hand were 
reported for the Paper, Chemical, Oil, Coal, Printing 
and Publishing industries. 


Qualifications of ‘‘Value Added’’ 


Variations in increase of establishments of course 
are no infallible guides to the relative gain in pro- 
ductive capacity since plants can be large or small, 
efficient or inefficient. The gain in “value added,” 
therefore, is a better measure since it relates more 
directly to output. But here, too, qualifications are in 
order, for ‘value added” reflects not only physical 
production but prices as well and 1947 prices, as we 
know, were well inflated and profit margins often 
abnormal. Thus when “value added” in 1947 shows 
a 200% increase over 1939, this cannot imply a simi- 
lar rise in productive capacity ; far from it. But the 
figures shown do reveal where the greatest growth 
and expansion has occurred, where potential over- 
capacity is indicated. 

Actually, when postwar expansion is complete, it 
has been estimated that productive capacity of 
American manufacturing industry will be some 50% 
greater than in 1939. According to findings of a 
McGraw-Hill survey, almost one-third of manufac- 
turing companies will have doubled or more than 
doubled their prewar facilities. About 17% will have 
from 50% to 99% greater capacity. Another 29% 
willhave added from 5% to 49% to their 1939 capacity. 


These wide variations are reflected by the Census 
figures. Thus we find for Fabricated Metal products 
a 250% gain in “value added” and a 76% increase in 
the number of establishments, whereas their sup- 
pliers, the Primary Metal industries, show relative 
increases of only 165% and 52% respectively. In the 
latter group, the steel companies are by far the largest 
and most important, and historically, output of the 
metal working industries has closely paralleled steel 
production. The differences in new capacity consti- 
tute a fundamental shift in the structure of American 
industry reflecting the growth of new metals such as 
aluminum, magnesium and various alloys; but as pre- 
viously hinted, it could also imply overcapacity in the 
fabricated metal industries. For whereas metal work- 
ing industries expect to have a productive plant al- 
most two-thirds again as large as in 1939, the metal 
producing companies will have only 40% to 50% more 
capacity. 


Can Increased Output Be Absorbed? 


Assuming a roughly 50% increase in manufactur- 
ing capacity over prewar, the biggest question natu- 
rally is: Can this increased output be absorbed? 
Doubtless postwar expansion has not been planned 
haphazardly but with a keen eye on potential markets 
and profits. Where were the markets to come from? 

Initially, of course, market potentials were enor- 
mous, both at home and abroad. Domestically, pent-up 
demand was such that it took industry over three 
years to satisfy it. And foreign demand for American 
goods of virtually every description was only limited 
by ability to buy, or to borrow or beg the dollars 
needed to buy. However, (Continued on page 354) 




















































Census of Manufactures Statistics by Major Industry Group: United States, 1947 and 1939 
1947. 1939 
Number of 
— All employees—— Production and related workers production 
ci rare ————— & — 
H . m r umber 
Mujer tateuey group leverage Salaries (average Prstnns 
Number of for the and for the Man- Value Numberof — for Value 
establish- ear) wages, year) hours Wages, added by establish- theyear) added by 
ments thou- total (thou- total total manufacturet ments (thou- manufacturet 
(units) sands) (millions) sands) (millions) (millions) (millions) (units) sands) (millions) 
ALL INDUSTRIES, TOTAL... 240,801 14,292 $39,681 11,918 24,354 $30,248 74,364 173,802 7,808 $24,487 
Food and kindred products. ccc 39,904 1,440 3,799 1,098 2,368 2,583 9,022 43,667 802 3,485 
Tobacco manufactures ccc 1,087 112 206 104 199 176 643 765 88 350 
Textile mill products Sra 8,110 1,233 2,883 1,147 2,307 2,449 5,334 6,388 1,081 1,818 
Apparel and related products... _. S005 1,081 2,530 974 1,819 2,020 5,423 20,275 753 1,386 
Lumber and products, except furniture... 26,324 639 1,347 599 1,254 1,188 2,513 13,208 423 731 
Furniture and fixtures 7,687 322 824 | 283 594 654 1,379 5,178 189 418 
Paper and allied products. cece 4,103 450 1,281 389 851 1,011 2,875 3,328 270 888 
Printing and publishing industries... 28,987 715 2277 438 904 1,318 4,268 24,878 324 1,765 
Chemicals and allied products... 10,073 632 1,883 467 977 1,226 5,360 8,839 276 1,819 
Petroleum and coal products... ecu 1,387 212 740 170 356 559 2,017 1,227 108 697 
Rubber products ....... es tieth cy 875 259 783 215 425 615 1,303 595 121 406 
Leather and leather prado... 3 S07 384 874 349 677 725 1,485 3,505 327 583 
Stone, clay, and glass products. 11,650 462 1,211 406 840 995 2,307 6,678 267 856 
Primary metal industries. ececcccncncennene 5,363 1,157 3,601 1,010 2,054 2,981 5,775 3,512 672 2,169 
Fabricated metal products... cece 16,729 971 2,828 822 1,692 2,184 4,918 9,532 451 1,401 
Machinery (except electrical). (17,907 1,546 4,807 1,244 2,585 3,595 7,817 8,860 536 2,037 
Electrical machinery ... Kos SB O73 801 2,274 639 1,295 1,647 3,894 1,979 248 942 
Transportation equipment . ae 1,180 3,713 985 1,975 2,934 5,860 2,012 545 1,773 
Instruments and related products. ee 2,599 232 665 182 368 468 1,080 1,292 85 333 
Miscellaneous manufactures oc ccewcceeenn 14,125 464 1,205 397 814 920 2,090 8,084 242 630 
tValue added by manufacture is computed by subtracting cost of materials and supplies from value of shipments. 
Source: Bureau of the Census 
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The Advantages of Long Term Investment 


— THE STORY OF CAPITAL 
ACCUMULATION IN BOOMS, CRISES 
AND DEPRESSIONS 


By WARD GATES 


= 


ndue emphasis on the risks of stock specu- 
lation has led many timid investors to avoid acquisi- 
tion of equity securities in the belief that such a 
step would be like entrusting one’s savings to the 
vagaries of a roller coaster. This attitude ignores 
the distinction between speculation and investment, 
particularly informed investment, and it equally dis- 
regards the often sensational returns that accrue 
from long term investment in carefully selected 
enterprises. 

Admittedly the welter of daily news about stock 
market fluctuations, price trends, conflicting busi- 
ness forecasts and discussions of booms and busts 
form a poor psychological background for conserva- 
tive decisions on stock investments. They tend to 
prejudice the cautious investor, anxious to conserve 
his capital and obtain stable income returns, against 
the purchase of common stocks in which he can see 
nothing but uncertainties and disappointments, 
losses and interruption of income. His inclination 
is to place his funds into the relatively safe haven 
of fixed income securities. But in doing so, he can 
also miss the chance of a lifetime. Examination of 
the record shows not only that fixed income securi- 
ties, too, can be vulnerable, but that inclusion of 
sound equities and their long term retention can be 
rewarded with great investment satisfaction, excep- 
tional profits and relatively stable income return, 
regardless of the ups and down of daily and even 
cyclical price fluctuations. 

This emphasizes the value of expert advice in 
making primary selections for long term holding 
because prospects for income and well sustained 
growth can be discerned best by trained talent. 
Such investment need by no means be undertaken 
in the nature of a “permanent investment,” for 
there is always need for periodic inspection of hold- 
ings in order to keep abreast with changing funda- 
mentals. But where basic factors remain favorable, 
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long term retention is often preferable to switching 
under pressure of kaleidoscopic stock market condi- 
tions. The latter can be extremely risky, though at 
times also useful or necessary, but the former, as- 
suming proper investment selection, has frequently 
been extremely rewarding quite apart from the 
peace of mind that goes with the conviction that 
one’s funds are well placed. 

Thus most amazing success has often come to in- 
vestors insisting on long term programs on basic 
recognition that placement of funds in corporate 
stocks implies an entry into a business rather than 
into the stock market, and even today the choice 
indeed is wide and tempting. There are many 
sour.dly financed and strongly entrenched companies 
with records that speak for themselves, where 
dynamic management, introduction of new or essen- 
tial products and exploitation of naturally expand- 
ing markets has pulled the enterprise successfully 
through all transient hazards of panics, wars and 
depressions, enabling them to grow in line with our 
ever-growing economy. It is situations like this 
where average earnings have been consistently good, 
dividend payments exceptionally stable and a 
permanency of product appeal and growth prospects 
indicated, which have appeal for the long term in- 
vestor even of highly conservative bend. 


Varied Opportunities 


Opportunities for selecting shares with outstand- 
ing potentials for ultimate price appreciation plus 
exceptional return arising from prolonged business 
growth are of course not confined to concerns with 
long established records and already imposing 
stature. There are others which may have displayed 
vigorous growth only in the last ten or fifteen years, 
arising from discovery or development of ideas that 
gave birth to entirely new industries. Looking 
ahead, it is undeniable that sales and earnings of 
some of these relatively young enterprises may well 
outdo the showing of older though equally sound 
concerns, and that with the passage of time, still 
other candidates may arise on the scene. 

The arrival of plastics, television, improved ply- 
woods, synthetic fibers, chemical wonders, elec- 
tronics, and possibly atomic energy suggest an un- 
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for the majority, and it can and will do 








Long Term Investment Record—Jewel Tea 


it again. 
Let’s examine the facts concerning a 
few situations where investors may have 





1920 Investor buys 100 shares of Jewel Tea at $5 per share—total cost... 


$500|| adopted the policy of investing an initial 





1928 Receives rights to buy additional shares; sells rights forme 


sum in a promising corporation and sit- 





1929 Receives 75% stock dividend; total shares held. encnnonnnennen 


uu” ting tight for a number of years, regard- 
175|1 less of booms or busts and an ever chang- 





1940 Receives 100% stock dividend; total shares held... 


350 || ing level of stock exchange prices. Take 
Sears Roebuck, for example, the largest 





1948 Market value of shares held 











1948 Dividends received since original investment 











1948 Total value of original $500 investment... 





$15,750 merchandising organization in the United 
$16,161 States. Back in 1906 a single share of 
$33,061 Sears Roebuck could have been purchased 


for $57. Today the price is practically the 

















same but repeated stock splits have so 








limited horizon for progressive new firms. It should 
be realized, however, that practically all of the large 
concerns whose age or size awake suspicion of 
maturity, have been foremost in adopting and pro- 
moting new developments, even though unrelated 
to their regular activities. In other words, many 
firms with an established record for long term 
growth may extend it more slowly perhaps, but no 
less surely. This is really what should count most 
with conservative investors. 

Current widespread uncertainties have so deflated 
the prices of even highest quality stocks that a rare 
opportunity for accumulation of growth equities is 
near at hand, if not already present. Investors of 
the special type under discussion need no particular 
assurance that bottom price level has been reached, 
in view of sub-normal quotations and above-average 
high yields now prevailing. Purchases of ultra- 
sound common stocks that can be tucked away in 
the box for long term retention, with confident ex- 
pectation of satisfactory income and natural appre- 
ciation as time passes, now deserve consideration. 


Fewer Hazards Today 


In marked contrast to conditions in former un- 
certain periods when credit was shaky, mortgage 
foreclosures heavy, employment at a disturbing 
level, and inventory losses threatening to bankrupt 
many large enterprises, none of these adverse fac- 
tors now present themselves. To the contrary, banks, 
many corporations, farmers, industrial workers and 
self-employed individuals enjoy a sound financial 
status. In the circumstances, to be apprehensive 
over the ability of carefully selected companies to 
carry on successfully, come what may, borders on 
the absurd. The past half century has seen industry 
emerge from many extremely trying times to a new 
growth period attended by higher living standards 


increased the number of shares now held 
that their aggregate value even under cur- 
rent depressed market conditions is a surprising 
$1960. If allowance were made for cash dividends 
paid during the long period, the score would be in- 
creased by $1545 for a total value of $3505. Assum- 
ing an original purchase of 100 shares, the present 
value including accumulated dividends would be 
$350,500, a tidy fortune created on an investment of 
only $5700 48 years ago. 


How Much Future Appreciation? 


While presentation of these exceptional results in 
no manner implies that in less than another half 
century, 100 shares of Sears Roebuck bought at cur- 
rent prices are likely to grow similarly in value, it 
is safe to predict that their increment will be sub- 
stantial, regardless of cyclical influences that may 
affect interim quotations. The main thing to remem- 
ber is that the original investor cited did not sell 
his shares at the 1929 peak of 181 and with rare 
courage repurchase them at the 1932 low of 9%, 
though such a course would have compounded his 
profits, nor for that matter did he take advantage 
of numerous other opportunities to realize capital 
gains. On the other hand, the omission of dividends 
in 1922-23 or in 1932-33 did not make him liquidate 
his holdings. The soundness of this policy has been 
proven, for average annual cash dividends on his 
original investment have been exceptionally high. 
Just how fast Sears Roebuck may continue to grow 
is conjectural, but that this experienced organiza- 
tion is permanently molded into the merchandising 
pattern of our growing country seems indisputable. 
The groundwork for further growth has been laid 
by large scale use of retained earnings to expand 
and modernize the company’s retail outlets, not 
alone in the United States but in Latin-America as 
well. Sears Roebuck has far from reached maturity. 

In 1924, many investors probably assumed that 

30 years of impressive growth by General 
Electric Company might result in a future 












































Table II 
: at arin Annual volume of $300 million 
se : and corresponding resources looked pretty 
Long Term Results—Dividends Reinvested Through 1948 large in those days. But subsequent events 
prove at despite these gains, the com- 
Amount No. of Date Name of Total Shares Current pany had merely reached an adult stature. 
Invested Shares Invested Company Received Value An investor searching for growth stocks 
$5,000 25shares 1924 General Electric... 932 shares $ 32,620 would have _made a mistake, had he 
5,000 335 1924 General Motors... 3007. “ 162,378 passed bi this dynamic concern, for the 
‘ golden age of electricity was on the verge 
5,000 64 1924 Coca-Cola 1741 217,625 of spectacular development. An _ invest- 
5,000 106 “ 1924  DowChemical.... 8050 “ 354,200 || ment of $4850 in 1924 would have bought 
25 shares of General Electric stock which, 
if held to date would have swelled to 932 
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shares, had dividends been reinvested an- 
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Growth of One Share of Stock to Date 














nually and allowing for stock distribu- 

tions. At current quotations, these hold- 

ings would be worth more than $32,000. 

In the space of 24 years, accordingly, an Year 
investor would have had his original in- |} Bevght 
vestment returned through dividends with | 1915 
about 500% profit to boot. Though annual || a 
income would have varied from year to |)/——— 
year, in every period some dividends were | 1901 
paid. He has now become a partner in an ||, 899° . 
enterprise with annual volume around | 

$1.6 billion, net working capital of $350 ||_'89 
million and total assets of $980 million, as || 1912 

a result of unbroken faith in his original |} ——— 
investment. Progress has been slower than L=— 





Stock Name of Shares Comex ieee Total | 
Price Company 1949 Value Dividends Value | 
$397 DuPont... s14Ss«$2520 $2130 $4650 | 
7 Sears Roebuck 56 «1960 1545 3505 | 
100° ~~ Bastman Kodek 50 2000 2500 4500 
136 United Frot 15 690s B6SC~*«*U'SBSS 
112 General Electric 16-560 730 1290 
105 Woolworth, F. W. 19 B74 1150-2024 














in some other situations he might have 

chosen, but far more satisfactory than he could 
ever have hoped for, and the growth potentials of 
his company are far from exhausted. 


International Business Machine 


How technical talent can win fortunes for stock- 
holders in well managed enterprises is well shown 
by the experience of International Business Ma- 
chines. Development of increasingly efficient busi- 
ness machines in an age when cost savings at the 
office level have become as important as in the fac- 
tories has brought amazingly consistent prosperity 
to this concern. Through ceaseless research, ex- 
ploitation of world markets and astute merchandis- 
ing policies, IBM has grown apace and with no 
indication that its speed will slacken in the years 
to come. Though the company has paid cash divi- 
dends regularly since 1916, it has frequently sup- 
plemented them with stock dividends. By this 
method of capitalizing retained earnings that were 
profitably employed, an opportunity was afforded 
shareholders to gain increased income in line with 
the company’s expanding growth. The compounding 
process accordingly has lifted dividend income to a 
point where annual distributions are now in excess 
of the cost of stock in 1921. Investment of $1000 in 
IBM shares in that year has grown to-date to a 
value of about $50,000 if all stock dividends had 
been held. This is a pretty good example of how for- 
tunes can pile up through vigorous business growth, 
rather than by reliance on luck or skill in short 
term speculation. 

Typical of our enterprise system has been the 
astounding growth of Jewel Tea Company since the 
end of World War I. This situation holds special 
interest in that efficient management 


speak for themselves. Here again we have an 
instance where uninterrupted faith in a chosen 
enterprise paid off handsomely. The strain on con- 
fidence must have been rather strong until 1928, 
despite fair earnings, because prior to that date, 
common stockholders received no dividends, and 
arrears on the preferred were not fully cleared until 
1927. Thereafter the company got into its stride, 
with rapidly increasing volume and earnings that 
established an unbroken dividend record to date. All 
of which shows how transcendent the element of 
good management can be in appraising the growth 
potentials of any concern. 


Eastman Kodak 


Considering that a single share of Eastman Kodak 
could have been purchased for $100 in 1901, it 
seems almost incredible that if the investment had 
been held for about half a century, its value would 
have swelled to nearly $2000, irrespective of cash 
dividends amounting to $2500. The old yardstick 
that money should double itself in about a genera- 
tion sounds outdated in this instance. The experi- 
ence of Eastman Kodak shareholders strikingly 
illustrates the benefits of a well chosen industrial 
investment that could be permanently retained un- 
der all conditions, permitting the holder to live free 
from worry and with valid hopes that his income 
and principal would substantially increase over the 
years. Actual dividend income for the period was 
$2500, increasing the total value to $4500. 

The situations we have cited thus far are by no 
means isolated ones. Look at the experience of 
General Motors shareholders in the relatively short 
span of 25 years. An (Please turn to page 356) 




































































rather than product novelty brought strik- Table IV 

ing success in a highly competitive field. 

As long ago as the turn of the century, Investment Results From $1000 

the company started direct sale of foods ana ep 

to the consumer by wagon, one of the || = ———— ; Appres. 
oldest forms of merchandising in exist- Amount Date Name of Current 
ence. As of 1948, Jewel Tea sold $153 mil- || Invested Invested = = Company — Value 
lion of merchandise to about 2 million $1000 1921 International Bus. "Machine $50,000 
customers, operating 1876 routes in spe- — — = —— —— 

cially designed trucks and 154. self- 1,000 1924 Case, J. Ve anne : 10,000 
service stores. In 1920, when the company 1,000 1925 DuPont ....... fea ee ee ee 10,000 
shares were selling at $5, an investor pur- es 9 
chasing 100 shares for $500 would hardly 1,000 1929 Abbott Laboratories omen oe eee ,000 
have dreamed that 28 years later his in- 1,000 1930 Monsanto ere 11,000 
vestemnt would be worth $15,700, quite eee 25,000 
aside from receipts of dividends aggregat- ante 

ing $16,161 during the term. Yet the facts 
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Ligquidatio® 


By JOHN D. C. WELDON 


he role which the cutting down of inventories 
is playing in intensifying current recessive trends in 
business was until recently perhaps not fully recog- 
nized by many but there is now growing conviction 
that it is rapidly becoming a key factor in the business 
outlook, one that will largely determine both the in- 
tensity and duration of the business setback. 

With the appearance of consumer resistance and 
price declines, the urge to shorten stocks on hand has 
become an overriding consideration. Distributors are 
trying to carry as little stock as possible, counting on 
manufacturers for prompt deliveries. These in turn 
attempt to avoid a piling up of finished goods and to 
get along with a minimum of purchased materials. 
New orders thus are reduced all along the line, and 
as the drop snowballs into basic industries, general 
activity suffers. It is this process which furnishes the 
chief explanation for the slump in business. 

As against this, disinclination of consumers to 
spend is, for the time being at least, regarded as a 
relatively less potent element; the drop in consumer 
outlays has been far less a factor in the recession than 
the decline in business spending. Consumption on 
the whole has been fairly well maintained and the 
same is true, so far, of plant and equipment expendi- 
tures by business though the momentum has slack- 
ened in both. But a really radical change has occurred 
on the side of inventory accumulation. Its postwar 
uptrend has definitely come to an end and a reverse 
trend is well under way. We have explained its cumu- 
lative impact on business, which in actual application 
is frequently worsened by the so-called acceleration 
effect, meaning that relatively small changes in final 
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demand for finished goods will give rise to much 
greater contraction of demand for the raw ma- 
terials and equipment used in their production. 
The prospect of lower prices is apt to com- 
pound the process and has led to virtual evapo- 
ration of new orders in many lines, adding 
materially to prevailing business gloom. 

Thus it may happen that a retailer, ex- 
periencing a mere 5% drop in demand for certain 
goods but having ample inventories, decides to cut 
his orders from the manufacturer not just by 5% but 
by 15% to 20%. Confronted with such a drop in sales 
and finding his stock in raw materials top-heavy, the 
manufacturer slashes his orders for them not by 20% 
but by 50% or 75%. If he is overloaded, he may stop 
ordering altogether. Thus a relatively slight decline 
in retail demand for a finished product may snowball 
into a sizable slump in demand for raw materials, 
and something of the sort has been exactly going on. 

At one point, of course, the process must stop and 
reverse itself, and that is when inventories have been 
pared to a point where they no longer support current 
requirements and when reordering will be necessary. 
That will be a turning point though naturally it will 
not occur at the same time in all businesses or indus- 
tries. But a recession created in this manner, though 
leading to industrial curtailment, reduced employ- 
ment and loss of purchasing power, ultimately will 
supply its own brake. In some soft goods lines where 
the decline has been steep and protracted, this point 
seems near at hand and is likely to provide a stabiliz- 
ing influence during the second half of this year 
though it won’t be strong enough to bring about a 
reversal of the cyclical downtrend. 


Aggressive Inventory Liquidation 


Generally speaking, business is far from finished 
with its inventory slashing; in most lines it continues 
apace with the usual depressing effects. This is one 
of the reasons why steep price cuts in raw materials, 
as in non-ferrous metals, failed to have the expected 
stimulative effect on demand. Too many users are still 
saddled with high priced metal inventories which 
they must dispose of first before they can take ad- 
vantage of the lower prices. It explains also why lower 
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raw materials prices have been slow in 
percolating down to retail levels in many 
instances. 


Moderate Ratios to Sales 


For the time being, reliance on stocks on 
hand is extremely widespread. Twenty 
weeks of uninterrupted decline in business 
loans, totalling some $2 billion since the 
year-end, reflect the prevalent insistence on 
inventory cuts. During the postwar period 
of accumulation which lifted manufac- 
turers’ inventories from $18.7 billion early 
in 1946 to a peak of $32 billion last Janu- 
ary, and total business inventories from 
$26.9 billion to $55.3 billion last November, 
observers with few exceptions saw little 
danger in their rapid increase to dollar 
figures two or three times those of prewar, 
since they were by no means out of line 
with the tremendous expansion in turnover 
and sharply higher costs and prices. Most 
of them still hold to this view which is 
fundamentally sound. Throughout this 








Recent Changes in the Value of Inventories 





Inventories 


Business, Total ... 


Durable Goods . 
Non-durable Goods . 


Manufacturing, Total . 
Durable Goods, Total 
Purchased Materials 
Goods-in-process . 
Finished Goods ... 
Non-durable Goods 
Purchased Materials 
Goods-in-process 
Finished Goods 
Wholesale, Total .. 
Durable Goods 
Non-durable Goods 
Retail, Total . 
Durable Goods 




















April March Feb. Jan. Dec. Nov. 
1949 1948 
billions 
$53.6 $54.8 $546 $54.1 $54.0  $55.4* 


23.8 24.1 23.8 23.5 22.9 22.9 
29.8 30.7 30.7 30.7 31.1 32.4 


31.4 31.8 32.0 7 4 ee | 31.2 
$§.2 15.3 15.3 15.2 14.8 14.6 
4.6 4.7 4.8 4.9 4.9 4.8 
a9 5.9 6.0 5.9 5.7 5.7 
4.7 4.6 4.5 4.4 4.2 4.1 
16.2 16.5 16.8 16.9 17.0 16.6 
Le 7.5 7.8 8.0 8.0 8.1 
2.3 2.4 2.4 2.4 2.4 2.4 
6.6 6.6 6.5 6.6 6.6 6.2 
8.2 8.4 8.6 8.5 8.3 8.5 
a2 EP 3.2 3.1 3.0 29 
4.9 5.2 5.4 5.4 ad 5.5 
14.0 14.5 13.9 13.5 13.9 15.6 
5.4 5.5 5.4 5.2 5.2 5.4 | 





Non-durable Goods 


87 90 86 83 87 102 | 





period, and even today, the ratio of inven- 
tories to sales has consistently held below 
prewar. Even as late as the first quarter of 








Source: Department of Commerce. 


*—Postwar peaks. 











1949, the ratio was 1.86 compared with 2.11 
in 1939, 2.15 in 1937 and 2.12 in 1929. In 
other words, inventories were only 1.86 times average 
sales during the first quarter, compared to more than 
twice the amount of sales in the respective prewar 
years. 

To judge by Department of Commerce figures, 
necessarily belated in appearance, the decline in in- 
ventories from recent peaks has been slow. From 
their January peak of $32 billion, manufacturers’ 
stocks were reduced to $31.7 billion in March and to 
$31.4 billion in April, latest month available. This 
compares with an increase of $3.8 billion in 1948 
alone, whereas general business inventories last year 
advanced by some $6 billion. Total business inven- 
tories, to April, have declined $1.2 billion from their 
November peak. The process may have been consider- 
ably speeded up since April, yet even later figures 
may not show too close relationship to actual develop- 
ments. 

The emergence of “hidden inventories” is probably 
a striking development of the present downturn, that 
is, a rapid dispersal of “grey market” inventories 
which in the nature of things usually don’t show up 
in known or reported stocks on hand. During the 
period of rising prices and shortages, there has been 
a great deal of such accumulation by consumers as 
well as speculators; now with the price trend down- 
ward, dishoarding of such stocks must be taken for 
granted. The long buying “holiday” in business, and 
the fact that it appeared in lines such as copper where 
it was quite unexpected, suggests that grey market 
inventories were far larger than suspected. By the 
same token, its depressive impact as outlined before 
was bound to be correspondingly more serious than 
official statistics on inventories would allow for. 

If so, this would seem to weaken the often voiced 
assumption that the business downturn is not likely 
to take the course of a sharp recession because the 
inventory situation of most businesses is on the whole 
healthy and is not in excessive ratio to current sales. 
The latter is true enough, as we have shown, but it 
might be fallacious to place too much reliance upon 
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it. Once prices turn down, the urge to cut down stocks 
is universal and pressing, regardless of ratios to 
sales, since there is little incentive, and possible 
danger, in holding on to goods or raw materials. 
“Reasonable inventories” become a relative term 
particularly since everything is now in ample supply 
and fears of shortages a thing of the past. Usually, 
in an era of falling prices, almost any inventory is 
regarded as too much. 

Hence existing low inventory-to-sales ratios are no 
guarantee that they will not go lower, that the paring 
of stocks will not be pressed further, The greater 
probability is that the curtailment process will con- 
tinue until it creates its own braking power after 
having had an exagger- (Please turn to page 353) 
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a mee 4 PUMP PRIMING AHEAD? 


By E. K. T. 


MENTION of pound sterling devaluation is received 
by the British colony here almost as unfriendly com- 
ment. Labor Government representatives will wager 
no such action will be taken in 1949 but say the future 





WASHINGTON SEES: 


Conflicting schools of economic thought are mov- 
ing toward a showdown on whether pump priming 
is the solution to approaching business problems. 

Pouring tax billions into made work understand- 
ably appeals to a large section of congress. It's the 
simplest way. Some remind that it panned out well 
when last tried — conveniently forgetting that pre- 
paring for and waging the war were the added in- 
gredients that restored business in the long run. 


Recent economic studies show that the real issue 
may be out of focus. Raised is the question whether 
purchasing power needs strengthening, and cited 
are the facts that national income is holding up, 
bank deposits are huge, industry has abundant 
working capital. 


There is less disposition by management than 
by individuals, to spend. Yet it is the rapid turning 
over of the industrial expansion dollars that holds 
the key, say the anti-pump primers. Abandon arti- 
ficial methods, they urge; take a realistic view of 
federal spending and taxes, and give business the 
incentive to go ahead. It’s a program that calls for 
political courage, but it is gathering encouraging 
strength. Basis for worry is: Will it, when it comes, 
be too little, and too late? 
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of any monetary system is too uncertain to carry 
the bet beyond January 1. With an election in the 
offing, unions restive, living costs zooming, and pay 
rates relatively constant, devaluation could cheapen 
exports, increase import costs, embitter the workman 
his party needs. 

PROVING that government can move with competence 
and dispatch, was the recent attack on the problem 
that grew out of a 1.3 billion bushel wheat crop which 
growers and warehousemen said was too large to be 
stored and might have to be passed on to speculators 
for 50 cents a bushel less than loan value. Congress 
acted promptly : CCC powers were broadened to per- 
mit financial aid for warehouse construction, mean- 
while attempting to find storage space in idle war 
plants, airplane hangars and the like. 


RESULTS were immediate. Wheat price began to 
climb sharply. Warehousemen who apparently had 
committed space to hopeful speculators, now offered 
it to the farmers, and it was snapped up. Worries over 
non-storable grain had raised serious question of 
acreage allotment wisdom, in 1950. And in the chain 
reaction the senate approved the International Wheat 
Agreement which postpones the day of acreage re- 
duction, sets up another four-year foreign market. 


ECA FINANCING entered a new phase when Adminis- 
trator Hoffman ran into economy talk by the senate 
appropriations committee. Up to that point he had 
defended costs on the basis of Europe’s needs alone; 
now he resisted cuts on the ground that this country 
will suffer serious loss of export trade if the ECA 
dollars needed by Europe to finance imports are sub- 
stantially cut. Against a backdrop of some business 
recession and record crops, ECA was depicted a 
domestic recovery prop, in a sense. The argument 
won votes in areas bereft of global thinking. 


THE FEDERAL DEFICIT for the fiscal year ending June 
30 should be around $2 billion. Of course the books 
aren’t going to show it because the 80th Congress 
passed a law that calls $3 billion of last year’s big 
surplus this year’s income. It will be different in the 
next fiscal year for which deficit estimates range 
from $5 billion to $6 billion. Preparations for deficit 
financing are well on their way. 
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Supreme Court's decision in the Standard Oil 
"exclusive contract" case placed on the record judicial 
ideologies of uncommon interest to the corporate and 

federal bars. The court struck down Standard's exclusive 
supply contract with independent dealers; but there were 
hairline distinctions in the reasoning of the judges, 










































anti-trust statute. 


















When it is remembered that the bench, only a 
year ago, upheld the Federal Trade Commission's position 
that the anti-monopoly law must be strictly applied even 
though the economic results might be unfortunate (the 
"cement case" involving basing point pricing), the 
decision becomes more interesting. 










































































To sustain the oil company conviction, the high court judges merely had to 
find that the lower court correctly held that suppression of competition is invited 
EY under the contract policy and in its application. But at that point the justices went 













































































i on to indulge in economic philosophy not related to the evidence shown or the decision 
= made on precise facts at bar. 
an 

Justice Jackson, supported by two colleagues, pointedly asked if an ex- 
ce clusive contract arrangement, rather than to stifle competition might not with equal 
om force be used to wage competition. With one judge already on record for dismissing 
ch the charges against Standard, this created an alignment which finds one short of 
~ majority disagrees with the Department of Justice. Suggested is the possibility 
ne that in another case, on almost the same facts, the high court might rule that ex- 
y- clusive contracts are wholesome aids to competition. 
n- 
ar Sidelight in the opinion still being widely discussed (more in political 

than in legal circles) was Justice William 0. Douglas' fiery dissent. Nothing 

to Douglas does seems to be disassociated from rumored 1952 plans on -=- or "in" -- his 
behalf. He adds fuel to the fire in this one. While the majority and minority 
vs opinions savor of the law library, his dissent smacks of the political campaign : 
of platform. 
in 
‘at Apparently speaking direct to congress, Douglas professed to see the court 
- pushing corporations into monopoly, and he orated: "Big business has become bigger 
‘ and bigger, monopoly has flourished. Cartels have increased their hold on the 
a nation." Then, switching from a quasi-political role to that of a jurist, he voted 


ar to uphold the exclusive contract policy of the oil company! 












































ic. 

ry Congressional action to initiate reforms in the business of government, 

YA proposed in the Hoover Commission reports, can implement up to 60 per cent of the 

b- streamlining ideas with almost no delay or controversy. Which would seem to be a long 

a step toward realization of goals adding up to greater efficiency in government while 

nt saving 3 billion dollars in operations. Actually, however, the outlook is impressive 
from the numerical standpoint, otherwise it is not. 

‘“ The Hoover Commission listed 280 specific recommendations for recasting 

SS the Executive Branch. The President already had the power to make 30 per cent of them 

ig effective. Executive Orders could turn the trick. The enabling act passed by 

he congress and approved by the President envisions an added 30 per cent, but by a 

7 somewhat slower process; either house may veto an item by majority vote of its entire 


membership, within 90 days after its submission. 
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But the importance of the Hoover plan rests in the 40 per cent of its parts 





which must be made subjects of special legislation. There is where the efficiency and 
the economy must be brought to flower; there is where old agencies, old ideas, and 
old retainers must be uprooted. And Herbert Hoover, experienced in ways of congress, 
is not sanguine over the outlook. Lawmakers, giving lip service to reorganization, 
now see an argument for dilatory tactics on the essential reforms. Wait until the 
first segments have their trial by ordeal, they will suggest. 




















While warning the armed agencies they must unify in spirit, Capitol Hill is 
the source of some of the major barriers to unity. That the navy is the "forgotten 
arm" is a plaint which simply will not die. One of the reasons is that navy-minded 
Rep. Carl Vinson, chairman of the house armed services committee (longtime chairman 
of naval affairs) will not let it die. Vinson is determined to use his position as 
a club to force concessions to the navy, doesn't like the present setup, has said 
flatly the second unification will wither in committee unless he's assured it will be 


administered along lines of his personal blueprint. 


























Public statements on pending legislation by Dwight Eisenhower and Harold 
Stassen, while confined to the subject of education, are being finecombed here for 
possible political significance. Actually, there's none to be found. Eisenhower 
commented as President of Columbia University, and Stassen came to the capital to 
speak for the University of Pennsylvania, which he heads. In the case of Eisenhower, 
particularly, sweeping inferences were drawn. A group of newSpapers which urged him 
to run in 1948 took his comments on the education bill as the opening gun in a new 
campaign of public activity, began building his platform around the surmise. 





























Stassen, of course, has been a Presidential hopeful for years, probably 
will continue to be. And his present position and contacts can help his cause. Those 
who believe Eisenhower could have been drafted in 1948 (and they still are legion), 
remember his statement of unavailability -- “at this time" -- and his deprecation of 
military training as a background for the President. 














As an educational administrator, "Ike" would present a different back- 
ground in 1952. The military associations with another candidate, (Chief of Staff 
under Harry S. Truman) which existed in 1948, now are severed. So, EZisenhower can't 














than as a volunteer adviser to congressional committees. 








There was anything but inactivity in the stabilizing moves by John L. Lewis 
this month. The mine workers’ boss was working feverishly to create a setup for 
allocation and control of coal output. Objective: higher coal prices by linking 
operators to a program to pass on wage boosts to the consumer. Northern mine owners 
are willing to "go along," but will be met by opposition from southern producers, 
consumers, and, possibly, the Department of Justice which sees the taint of anti-trust 
law violation in the whole idea. 
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Prospects are becoming stronger that Secretary Brannan's much discussed 
plan to aid farmers will end as a plank in next year's congressional campaign rather 
than become law in the current year. The obvious social tinge ie the Secretary's 














experiment with a few selected farm commodities as suggested by him. Difficulties 
showing their head in the British trial balloon are not likely to win favor for similar 
experimentation here at home, though some Congressmen next year may consider it a 
vote getter. 








A matter that is perplexing Washington observers is why the President 
persists in pooh-poohing anything said or done about the communists, as witness his 
dismissal of the current communist hullabaloo as "hysteria" and "headline hunting." 
This is all the more amazing because it is not the "infamous" House Un-American 
Activities Committee that is monopolizing present headlines, but the Administration's 
own Department of Justice. 
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By JOHN DANA 


yy * sharp April drop in British exports, to 
$550 million from $640 million in March, has caused 
a good deal of consternation in England and else- 
where, not the least in this country where the down- 
ward trend was generally viewed as evidence of 
Britain’s continued inability to right her economic 
affairs despite large-scale American aid. Britain, a 
primary beneficiary of the Marshall Plan, is not 
only a keystone of European recovery and trade but 
also an important factor in world commerce. Any 
serious slump would therefore not only undermine 
and retard the European recovery process but 
sooner or later hit back at our own country as has 
always been the case when Britain found herself in 
economic straits. It is for these reasons that ac- 
cumulating signs that Britain’s recovery drive is 
sliding into a slump is creating no little concern. 
Few disagree that in the months to come, the trend 
of British exports will be downward. 





Photo by Wide World 
American sales of British motor cars have suddenly dried up. 
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Britain’s Problems 


at Home & Abroad 





Sir Stafford Cripps admits that 
matters are getting worse. 






The prospect of diminishing exports naturally 
causes a good deal of nervous pulse feeling in the 
Island Kingdom, in strange contrast to the pride 
and satisfaction felt only a few months ago when 
the Government was able to announce long strides 
toward economic recovery. At that time, the nation’s 
production was at an all-time high and a balance 
was almost achieved in British trade with the rest 
of the world, though an aggravating shortage of dol- 
lars persisted. Why, then, the rapid change in at- 
mosphere from one of justified jubilation to one of 
deep gloom? 

To put it briefly, Britain has been hard hit by the 
return of global buyers’ markets. She is also suffer- 
ing a rude blow of awakening from the belief that 
by adopting Keynesian policies of full employment 
and planned economy, she could isolate herself from 
slumps and setbacks in the rest of the world. In- 
stead, Britain is severely feeling the impact of de- 
clining prices and weakening markets in the U.S.A. 


_Her principal difficulty lies in the rigidity of her 


own price structure. 

Her costs and prices are too high to compete suc- 
cessfully in many markets, but particularly in the 
U.S.A. and Canada where Britain must sell if she is 
to earn the means to pay for vital imports. Despite 
Marshall Plan aid, she still cannot make ends meet 
in trade. British goods, because of high prices, are 
meeting sales resistance all over the world and this 
is a serious matter not only economically but politi- 
cally as well, since it threatens to upset the Govern- 
ment’s carefully laid program of achieving economic 
solvency and stability. 
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Besides high prices and buyers’ resistance, British 
manufacturers are harassed by mounting import 
restrictions in many parts of the world. Only re- 
cently South Africa slapped on new limitations, 
preceded by similar measures in Argentina, India, 
and certain European countries. Moreover, the sell- 
ing of British goods has generally been made more 
difficult by recurrent talks of sterling devaluation, 
causing would-be buyers to hold off orders, and cus- 
tomers to' delay payments, in anticipation of a 
cheaper pound. 


impact of U.S.A. Recession 


The recession in our own country, one of the main 
targets of the British export drive, is felt particu- 
larly painfully, and there is additional fear that our 
financial aid to Europe may be reduced by an 
economy-minded Congress. Sales of British motor 
cars, for instance, have simply dried up and will be 
difficult to revive unless prices come down. Also 
suffering are American sales of virtually every type 
of other British export goods, such as textiles, shoes, 
cutlery, for the simple reason that they have been 
priced out of the market. Thus against the official 
British admonition calling for more and more pro- 
duction as the only salvation stands the inescapable 
fact that prices, not production, are setting a limit 
to exports. It is a situation that portends a grim 
struggle and possible political upsets, for British 
producers find it impossible to get costs, and thereby 
prices, down to a point where they can compete. 

In other words, something has got to give. Pres- 


sure is building up on all sides so that an explosion. 


appears almost inevitable. But what form it may 
take remains, at this juncture, a matter of con- 
jecture. 

The pressure is both internal and external. High 
production costs show up in wages, taxes, obsolete 
plants, antiquated production methods, and high 
priced raw materials. British workers are restive. 
They resent the freeze in wages, high living costs 
and lack of relief, and demand higher real wages, 
lower living costs, and bigger and better Govern- 
ment subsidies and social services. Far from satis- 
fied with what a paternalistic Labor Government 
has done for them, they show disappointment that 
it hasn’t brought the economic utopia hoped for; 
they are impatient after long 


a disadvantage in world competition. After the 
war’s end, the Government signed long term con- 
tracts with foreign countries at fixed prices to get 
essential supplies. At that time, with prices gener- 


’ ally in an uptrend, it was thought good policy, but 


it is backfiring now that prices are declining. It in- 
flicts a handicap on exporters who are compelled to 
use dearer raw materials than their competitors. 
Yet the Government is loath to accede to suggestions 
to abandon the policy. An important reason is that 
it is closely linked with the policy of stimulating 
trade within the British Commonwealth and also 
with the policy of bilateralism. 

In view of all these factors, reducing costs and 
prices is a difficult if not impossible task. True, fac- 
tory wages are far below those prevailing in this 
country but actual labor costs are higher because 
of much lower worker productivity. And the nation- 
alized industries are not efficiently managed. All of 
which makes for growing internal pressure with no 
easy way out. Quite likely, the going will become 
rougher. Unless Britain can step up her exports by 
lowering prices, she will be forced to cut her pur- 
chases abroad or else cover the mounting dollar 
deficit with her greatly shrunk gold hoard or liqui- 
date what remains of her dollar assets. Cutting 
down imports, already restricted to essentials, would 
mean a further lowering of living standards with 
the inevitable political repercussions. 


Devaluation No Panacea 


A number of expedients are being suggested as 
a way out of this dilemma, chief among them cur- 
rency devaluation as a means of reducing prices of 
British goods, but official opposition remains strong 
on the theory that existing problems will not be 
solved by a cut in the pound’s value. Devaluation, 
moreover, will create new problems by raising the 
cost of imports and living costs, and intensify de- 
mands for higher wages. The official feeling is that 
Britain has not yet reached the point where devalu- 
ation is essential and premature action might have 
adverse repercussions. In the long run, of course, 
it will hardly be avoidable. Doubtless sterling is 
overvalued but its cheapening would be no more 
than a temporary expedient, one that doesn’t go to 
the root of the evil — rigid economic control and 
all the encroachments inher- 
ent in a socialistic welfare 





years of painful austerity. 





Many British plants and 
production methods are anti- 
quated. Though modern ma- 


British Foreign Trade 


| state which make for waste 
and inefficiency. Nevertheless 
the urge to devalue, if only in 








chinery is frequently avail- 
able through ECA, workers 
are inclined to resist their in- 
stallation for fear of jeopar- 
dizing their jobs. And 
“featherbedding,” as in this 
country, is prevalent in many 
forms. All of which tends to 
pad payrolls, adding to manu- 
facturing costs. 

Then there is the vital ques- 
tion of materials costs. Brit- 
ish manufacturers are bitterly 
complaining that the Labor 
Government’s policy of “bulk 
buying” of raw materials is 
resulting in excessive costs, 


Millions of Dotiars 





Source : British Board of Trade 








token fashion, is strong. 

It is here where external 
pressures enter, exerted by 
the International Monetary 
Fund, the Economic Coopera- 
tion Administration and even 
by U.S. Treasury officials 
who are critical of Britain’s 
economic practices and high 
production costs and believed 
to favor a general readjust- 
ment of European exchange 
rates including that of ster- 
ling. European currency de- 
valuation on a rather broad 
scale is expected in the not 
too distant future, possibly 














this autumn; if so, pressure 





placing British processors at 
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for British devaluation will mount. It remains to be 
seen whether in the face of a steadily deteriorating 
trade situation, Sir Stafford Cripps can hold to his 
policy of opposition to monetary tinkering. His 
views lean towards increased production and 
greater industrial efficiency, aims that may be diffi- 
cult to achieve. Actually the arguments whether 
Britain should devalue are in some ways rather aca- 
demic since the pound is already devalued in many 
transactions made at special rates of exchange, in- 
volving a discount of as much as 15%. Despite of- 
ficial attempts to discourage such transactions, there 
are so many leaks that the practice is impossible to 
stop. 
Widespread European Criticism 


Much criticism of Britain’s monetary policy 
arises in Europe itself where participating countries 
in the Organization for European Economic Cooper- 
ation, organized to coordinate the recovery of Mar- 
shall Plan beneficiaries, complain that overvaluation 
of sterling prevents them from importing from 
Britain while as a result of their shipments to the 


_ sterling area, they accumulate sterling funds which 


they cannot use. The effect, it is contended, is to 
throttle not only trade with Britain but all over 
Western Europe. 

At present O.E.E.C. is trying hard to remove ex- 
change controls, import restrictions, tariff and pref- 
erence barriers which are militating against freer 
trade among member countries, and its battle with 
Britain grows hotter as it attempts to break up 
bilateral trading. What is wanted is more trade 
among the Marshall Plan countries, requiring a 
policy that will free European currencies from con- 
trol. For such a far-reaching step Britain is not yet 
ready; free convertibility of sterling, she fears, 
holds the danger of capital flight and a heavy gold 
drain. Alternate suggestions to a loosening of the 
payments system including devaluation involve 
British relaxation on price-fixing and output restric- 
tions. These are matters still subject to negotiations. 

To a degree, the trouble with sterling at this time 
is as much political as it is economic. Many of the 
currency problems of all the Western European 
nations would disappear or be greatly minimized if 
the trade that is ordinarily considered normal be- 
tween East and West could be resumed. The obvious 
necessity for such resumption presents a dilemma 
to the West, since such trading would tend to bolster 
the leftist political regimes in the East and possibly 
strengthen Russia herself, but the very economic 
necessity may portend an early change in attitude. 
Because of the differences in political climate, the 
political block to East-West trade has been greater 
here than in England, but of late, views in this 
respect appear to have been less apart. 


The Restive Laboring Man 


As evident from the foregoing, Britain’s problems 
are complex indeed and their solution is complicated 
by political considerations and the troubles the 
Labor Government is having with the laboring man 
himself. The Labor Party at its recent annual con- 
ference managed to present a show of unity and 
defeat attempts of revolt by disgruntled trade 
unionists against the Government’s wage freezing 
policy but this and other major issues remain, in- 
cluding the controversy over housing policy and 
nationalization of industries. 
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It stands to reason that in the face of urgent need 
of lower prices, the demand for higher wages is 
particularly inopportune. Chancellor Cripps cor- 
rectly stated that what is required is more produc- 
tion, and particularly more efficient production. But 
recent strikes and slowdowns imply that labor is 
not in the mood to step up efficiency, nor do trade 
unionists and the Labor Party appear convinced 
of the necessity of formulating policies that make 
for efficiency. The former insist on having a voice 
in industries already nationalized, and demand more 
nationalization than Labor Party leaders contem- 
plate. They admit that nationalization has not 
worked too well and that criticism is justified; 
nevertheless they ask for more of it and for 
workers’ participation in industrial management. 
Such demands are hardly likely to spur industry 
leaders to greater efforts; rather they will tend to 
exhaust whatever goodwill the Labor Government 
has left outside of party ranks. 


Early Accounting at the Polls? 


There are those who believe that the forces exert- 
ing economic pressures make an early election in- 
evitable and that it is difficult to see how the Labor 
Government can avoid the fate of having to pay for 
their “economic sins’ now rapidly being exposed. 
Doubtless the political pot is beginning to boil and 
further deterioration of Britain’s economy will 
raise temperatures all around. The Conservative 
contention is that Socialist planning has proved a 
failure, that it has cramped business, overloaded the 
taxpayer, caused waste and inefficiency, and imposed 
undue austerity on the people. These are charges 
that can hardly be gainsaid. 

Labor leaders, on the other hand, insist that the 
average man in Britain today is better off than he 
ever has been. They point to the numerous social 
benefits he enjoys, and their political task will be 
to convince the voters that they are worth the un- 
precedented taxes they have to pay, that they are 
worth their cost in work and deprivation. They will 
also have to convince Britons that the Government 
has done everything pos- (Please turn to page 350) 
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Special Study of 
LOW PRICED 


STOCKS 


PART I11— By H. F. TRAVIS 


be he progressive deterioration of stock prices in 
recent weeks has accentuated the timeliness of our 
continued study of shares quoted below 25. As of 
June 10, the MWS Index of 100 low-priced stocks 
declined to 120.74, the low point since 1945, though 
this factor also applied to our Combined Average of 
320 stocks. It is further interesting to note that 
though low-priced stocks have receded from their 
1948-1949 highs about twice as fast as those in the 
upper brackets, the rate has recently been reversed 
with our Index of 100 high-priced stocks reaching a 
low since 1944 of 70.88. 

We cite these statistics less with the idea of sug- 
gesting that a sound base has now been established 
for a broad market advance, than to indicate that 
any further market decline by the low-priced group 
percentagewise may be less drastic. While there’s no 
saying how low shares of some marginal or intrinsi- 
cally handicapped concerns may 
sell, it is safe to assume that 
confidence in the managerial, 
financial and trade positions of 
numerous sound enterprises 
eventually will lift prices for 
their shares from current ab- 
normal levels or from lower 
ones that may yet develop. As 
stated in our previous articles 
on this subject, the low-priced 
shares may ultimately offer a 
particularly efficient spring- 
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board for satisfactory spec- 
ulative programs, provided 
proper timing is observed. 

The great number of low- 
priced shares listed on lead- 
ing stock exchanges has en- 
abled us for the third time 
to present our readers with 
brief statistical information 
covering 25 issues in this 
zategory. While analysis dis- 
closes well founded reasons 
for the varying price beha- 
vior of these concerns, their 
study must probe deeper 
than price volatility, earn- 
ings, dividend yields or 
price-earnings ratios. Hence 
it is only possible, for space 
reasons, for us to add more 
than very brief comments 
in these individual cases, 
though our readers may re- 
ceive supplementary infor- 
mation upon request. On a 
similar but smaller table, 
we have listed a few special 
concerns selected for some- 
what ‘more extended dis- 
cussion. 

Shares of ATF, Inc, re- 
cently quoted at 12, are hov- 
ering close to their 1948-49 
low of 11, 33% below their 
last year’s top and 53% un- 
der the 1946 high. The an- 
nual report for the fiscal 
year ended March 31 has 
not been issued at this writ- 
ing but is expected to reveal 
net earnings around $3.50 per share, or closely com- 
parable to those a year earlier, mainly hinging on 
results in the March quarter. But investors evidently 
are cautious in scanning the road ahead for this 
leading producer of printing equipment, in view of 
its drab prewar record. In the 1932-42 decade, no 
dividends were paid and annual volume averaged 
scarcely a fifth of sales in recent years. While the 
company has achieved a degree of diversification 
through production of chrome and plastic furniture 
and has added to its string of printing equipment 
subsidiaries, there is a chance that deferred demand 
may be well satisfied now and that normal sales may 
decline for some time to come. In the final quarter of 
1948, sales to the printing trade declined by about 
20%, and in view of current uncertainties it would 
be surprising if the trend has not been extended. 

To judge from prewar experience, demand for 
printing equipment is highly 
sensitive to recessive influences ; 
thus percentagewise the com- 
pany’s volume conceivably may 
decline rather fast from the 
peaks established in the last 
two years. While ATF’s finan- 
cial position is strong and its 
products in excellent repute, a 
sizeable drop in volume might 
reduce earnings rather rapidly. 
Despite conservative quarterly 
dividends of 25 cents per share 
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led | Statistical Data on Selected Low Priced Stocks 
. t pay rae —— Net Per Share-—————_ Price- 
WW High High Range Recent IstQuar. Div. Div. Earnings 
ad- | 1946 1947 1948-49 Price 1946 1947 1948 1949 —«:1948_~——“Yieldt Ratiot 
n- | a, $1734-11 $12 $1.61 «= $4.07 — «$3.48 $1.000 83% 3.4 
th Alden's . eae 31/2 213%4-13/ 14 7.10 2.52 3.68¢ $ .07f 1.50 10.7 3.8 
ion t Canada Dry Ginger Ale................. 19% 17!/, 15'/- 9 i 1.07 1.31 1.31 40b .60 5.4 84 | 
a ‘ Federal Motor Truck 21% 14!/, 12!f4- 3! 4 1.50 3.11 27 .40 10.0 14.8 
ns Firth Carpet ' 28% 21,4 20!/2-11% iW 2.44 2.60 3.91 77 1.60 14.5 2.8 | 
1a- | Sylvania Electric Products 4l 28!/2 26 -I7/ 19 1.97 2.10 2.84 74 1.40 7.4 6.7 | 
l Virginia-Carolina Chemical . 12% 105% 147%- 5 6 87 4.90 6.29 3.69% e nil 1.0 
rn- Worthington Pump & Machinery... 22% 22%, 2554-12'/, 12 3.21 5.86 5.17 1.42 1.25 10.4 2.3 | 
wie t—Based on 1948 dividends. c—For 13 months ended Jan. 31. 
1ce t—Based on 1948 earnings. e—Nine months ended March 31. 
ace a—Plus stock. f—14 weeks ended May 6. 
yre b—Six months ended March 31. 
nts —— 
es, 
re- plus an occasional extra in stock, the current yield of of 9 indicates the prospect of more favorable oper- 
or- 8.3% may not be secure over a prolonged period, ating conditions. Study of the company’s current 
1a though as yet there is nothing to indicate an imme-_ status and potentials provide ground for optimism 
yle, diate threat to stability. To some of our readers, the rather than apprehension. Seasonal factors account 
‘ial current quotation of 12 for these shares may seem in large measure for a lower rate of earnings during 
ne- amply deflated, but it should be recalled that in the the winter and early 1949 months. Prospects for 
lis- 1938-42 period the price range was high—91!4, low stable volume are brightened by completion of nine 
— 25%. new bottling plants last year, the allotment of markets 
re- 7 to 75 new bottlers and the introduction of “nickel 
ov- Alden’s, Inc. drinks” for the first time. Lower prices for sugar 
49 have made this latter move possible and reduced costs 
eir From a peak of 5134 in 1946, the decline in price of materials should be beneficial to earnings on all soft 
in- of Aldens, Inc. shares to their recent level of 14 obvi- drinks manufactured by Canada Dry. 
an- ously has been very substantial. Not since 1943 has For ten consecutive years, sales of this aggressive 
cal the price been as low as now, though in the 1938-43 concern have established gains, and while earnings 
1as period the range of lows was 314-914. The downtrend gains have not been proportionate, the increase has 
rit- in price in the past three years has run counter to a__ been encouraging. In the current year, volume of soft 
eal consistent gain in volume, and net earnings of $7.10 drinks may decline moderately and uncertainties in 
ym- per share in 1946 were the highest in history. For 13 hard liquors may handicap sales somewhat, but in 
on months ended January 31, 1949, when the company’s’ general operations should be very satisfactory. The 
tly new fiscal year terminated, net of $3.68 reported by conservative 15 cents quarterly dividend seems well 
his this long established mail order concern and retailer secured, though a yield of 5.4% is not overly attrac- 
of was more in line with normal expectancies. More tive in the light of current market conditions. On the 
no lately Aldens has had to face a decline in sales along whole, the shares are not unreasonably priced and 
xed with others in its field, additionally having to experi- carry limited speculative attraction. 
the ence a sharp contraction in margins, probably due to 
ion inventory losses. For 14 weeks ended May 14, net Federal Motor Truck Co. 
ure amounted to only 7 cents per share. It can safely be 
ent assumed, though, that when inventory adjustments Producers specializing in motor trucks for over a 
and are fully completed and a larger portion of deliveries year past have been struggling with a rapidly shrink- 
1ay represent goods bought at lower prices, net earnings ing demand following eight years of satisfactory busi- 
>of should be as stable as was customary for a long ness. The experience of Federal Motor Truck Com- 
out period of years. pany bears this out, with the result that its shares 
uld Aldens has been established for more than half a have fallen in price to around 4 compared with a 1946 
century and its growth has been exceptionally steady. high of 213. This latter peak reflected the beginning 
for Concentration on offerings of popular priced wearing of boom times that could not last indefinitely and 
hly apparel and accessories stabilizes volume potentials clearly reflected exaggerated optimism. That the com- 
eS; and generally assures fair profits. Unless a really pany earned $3.11 per share in 1947 was one thing, 
ym- severe setback in business activity occurs, Aldens’ but volume last year plummeted about 50% and the 
1ay shares appear to have rather liberally discounted management did well in earning 27 cents a share. 
the transient difficulties and the prospect of somewhat While earnings for the March quarter have not yet 
ast smaller sales. The current price of 14 would allow for been reported, volume was sharply down from a year 
an- a considerably lower dividend over the medium term earlier and the management admits running into the 
its | and yet provide an attractive yield, thus enhancing — red. Thus far in 1949 no dividends have been paid and 
a the speculative appeal of the shares. chances for resumption seem remote. 
oht While the price of Canada Dry Ginger Ale shares Federal Motor Truck Company enjoys ample work- 
lly. has now receded to around 11 from a 1946 top of 19%, ing capital, has a fine reputation in its field, especially 
rly the decline has been orderly and attuned to broad asa provider of truck fleets, (Please turn to page 349) 
are market action. Indeed, recovery from a 1948-49 low (See page 332 for table) 
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Range 
1946-49 


Recent 
Price 


—Net Per Share— 
Ist Quarter 


1948 1949 


Price- 
Div. Earnings 


Yield Ratio 


Div. 
1948 


COMMENTS 





American Bosch ...-------» $!/a- 75 


$8 


$1.74 $.49 


$.75 94%, 4.6 


Recent merger with Amra should expand scope. 
Heavy backlog suggests ample earnings to cover 
dividends. Stock reasonably priced. 





American Hide & Leather... 127%4- 3! 


1.06 .83 b 


Nil fee 3.8 


Inventory adjustments probably completed. Nomi- 
nal earnings possible but dividends remote. High- 
ly speculative. 





American Locomotive —..... 441/2-13/, 


2.30 ee 


1.40 12.3 5.6 


Slack demand a problem but unfilled orders assure 
fair earnings for a while. Current price heavily dis- 
counts lower volume. 





American Machine & Foundry... 45!/4-115 


1.38 34 


80 6.6 8.7 


Continued rather stable earnings expected from 
sales to active tobacco industry, but shares have 
limited appeal. 





Armour 18!4- 5I/ 





ua 


defl.22 a 


90 18.0 


Struggling to regain profitable operations under 
cost-price handicaps. Share price well deflated. 





Bayuk Cigars nn nnnennnnnnnnee 314-118 


2.71 14 


13.6 4.1 


Strong trade status indicates current downtrend in 
earnings may reverse when dealers resume inventory 
accumulation. 





Bath Iron Works... 393%4- 8% 





1.31 


1.00 9.1 8.4 


Sharp rise in backlog orders foretells continued sat- 
isfactory results. Shares have speculative attraction. 





Blaw-Knox 3074-1158 





10.4 4.2 


Increased deliveries and well sustained backlog 
encouraging factors. But current price may be vul- 
nerable to changing conditions. 








Butler Bros. pe RE ee 


43 © def.34 


Nil oar 14.0 


Drab long term record accentuated by current in- | 


ventory problems and curtailed demand. Only 
moderate speculative appeal. 








Continental-Diamond Fibre .... 1836- 61/4 


1.00 16.6 4 





Reduction of quarterly dividend to 10 cents reflects | 


operating handicaps in readjustment period. But 
share price makes ample allowance. 





Curtis Publishing 26 - Sie 





69 .20 


Nil as 7.2 


Share price appears well deflated in view of pros- | 


pects of lower paper costs and increased advertis- | 


ing revenues. 





Dayton Rubber 34 /a- 89 


1.44 ae 


1.20 (3,3 6.2 


Moderately lower earnings may cause smaller divi- 
dends but share quotations have largely discounted 
this potential. 





Emerson Radio & Phonograph... 24!/2- 6/2 


Z3r¢ 


97. 725 4.3 


Increased television scles and higher dividend lend 
speculative attraction to shares near current level. 





General Railway Signal... . 48 -15%4 


3.88 56 


12.5 4.1 


Sharés at low since 1945 seem reasonably priced. 25 
cents quarterly dividend should be safe. 





Greyhound Corp. —....___-_-__ 18'/4- 9 


1.70 06 


1.00 9.1 6.5 


Seasonal factors account mainly for low first quarter 
net. Share price only moderately attractive, though. 





Heyden Chemical __-._-__ 451/4-16 


2.04 38 


1.00 6.2 7.8 


Good long term record lends appeal to shares at 
current deflated level. Dividend probably secure. 





Houdaille-Hershey _.....__.._ 2894-10 


1.02 ¢ 


100 10.0 34 


Low price for shares reflects narrowing margins and 
outlook for downturn in automobile industry in com- 
ing months. 





24'/2- 27% 





Jacobs, F. L. 


41 = def.26 


ee 7.3 


Earnings adversely affected by sharp drop in de- 
mand for vendine and washing machines. Share 
quotations reflect slim chance for dividend resump- 
tion. 





Pepsi-Cola 40//2- 7!/2 





10 


55 10 


42/2 4.2 18.2 


Margins continue to be pinched by heavy costs, 
though improvement possible. Shares reasonably 
priced in view of absence of dividends. 





Revere Copper & Brass... 3134-11! 


5.02 1.12 


1.25 10.4 2.4 


Uncertain conditions in non-ferrous metals have 
been rather liberally discounted by share price 
decline. 





Socony-Vacuum Oil 23-14! 


15 


wee 6F 8626 


Shares ai present level allow adequately for lower 
earnings. Dividend appears entirely safe. 





Standard Steel Spring... 25 -10% 


13 


1.25 9.6 3.4 


Despite continued high earnings and good dividend 
record, share price reflects uncertainties ahead. 
Fair speculative appeal. 





Stewart-Warner . 263%- 9% 


2.44 31 


1.50 15.0 4.1 


Shares at five-year low carry speculative appeal, as 
operations under more normal conditions should 
yield satisafctory results. 





Vick Chemical SI V2- 1 "2 


2! 


2.66 2.82 b 


1.20 §.7 7.9 


Sound fundamentals enhance the investment and 
speculative potentials of this well situated concern 
at current prices for its shares. 





*—Figures adjusted for stock splits. 
a—Plus stock. 


b—Nine months ended March 31. 








c—Four months ended 


April 30. 


e—Six months ended April 30. 
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-.-- INVESTMENT AUDIT OF.. 


Reynolds Tobacco 


By H. S. COFFIN 


TF i an enterprise with firmly estab- 
lished markets that purchase an average of about 
200,000 of its single units per minute, day in and 
day out during the year, and you have R.J. Reynolds 
Tobacco Company. What’s more, this accounts for 
unit sales of Camel cigarettes alone that run the 
annual score up to a prodigious total of more than 
100 billion, without allowing for the company’s out- 
put of Prince Albert Smoking Tobacco and other 
branded products. Achievement of such a turnover 
has required decades of aggressive merchandising, 
and consistent success in a highly competitive field 
has understandably created high investor regard for 
the company’s shares. 

Since 1911, when this company was segregated 
from American Tobacco Company, the management 
has given its former parent a stiff battle for suprem- 
acy in the cigarette field. At various intervals, first 
one and then the other would win the lead, late 
years established the Reynolds concern in second 
place as to annual volume in the industry but not 
too far behind its main competitor. Last year’s total 
consumption of 387 billion cigarettes of all brands 
allotted 27.4% to Reynold’s “Camels” and 29.5% 
to American Tobacco’s “Lucky Strikes,” with Lig- 
gett & Myers sharing to the extent of 20.2%. As a 
matter of fact, the annual contest between numer- 
ous cigarette brands, while interesting to watch, 
holds less significance than is often accorded to it, 
for over a period of years the relative shares of 
markets have not varied very much. As regards 
R. J. Reynolds, the more notable fact is its record 
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in expanding volume 
as result of increased 
consumption of tobac- 
co rather than by 


Photo by Devaney 


.* making inroads into 


competing brands. 

Public taste for tobacco has always been ex- 
ceptionally selective, and as leading brands of 
cigarettes are relatively inexpensive, there is 
little inclination to shift from one brand to 
another once taste approval has been estab- 
lished. Recognition of this, many years ago, 
led R. J. Reynolds to concentrate on a single 
brand (Camels), rather than to produce a wider 
variety as so many competitors have done. Experi- 
ence long ago taught the company that its special 
mixture of domestic tobacco leafs created satisfac- 
tory popularity and ever since, it has used its vast 
outlays for promotion to hold and extend its ground. 
It has recently been reported, to be sure, that 
Reynolds plans to introduce a new “king-sized” cig- 
arette, but this would probably be aimed at a special 
market. As for smoking tobaccos, Reynolds’ “Prince 
Albert” has long been its leading brand, though the 
company also produces four others. No less than 
twelve brands of chewing tobacco carry the com- 
pany’s name, and in this field Reynolds claims to 
hold a dominant position in the industry. 


Few New Competitors 


Despite a substantial increase in cigarette con- 
sumption throughout the United States in the last 
five years and widespread prosperity for most 
tobacco concerns, little new permanent competition 
has appeared. Heavy capital requirements for manu- 
facturing and promotion have tended to bar com- 
petition from newcomers, moreover, considerable 
time and “know-how” is needed to introduce any 
brand successfully. Since cigarette consumption 
presently is about 42% in excess of 1942, Reynolds 
and a few other leaders are in a favorable position 
to exploit the expanding markets. Furthermore, the 
approach of a moderate or even severe recession in 
the economy should not affect the company much, 
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Long Term Operating and Earnings Record 
Net Operating Operating Deprec., Net Net Profit 
Salest Income Margin Obsol.,etc. Income Margin Net Per Dividends Price 
$ Million —h— $ Million—— —%— Share* Per Sharet Ranget 
1948 na $66.9 na $1.8 $34.6 na $3.26 $2.00 $411/4-33'/, 
1947 $348.2 61.6 17.8% 1.9 32.1 9.2% 3.04 2.00 44!/,-36!/ 
1946 288.8 51.6 17.9 wv 28.0 9.7 2.62 1.75 4674-36'/, 
PUN sa es 36.7 16.6 A 19.2 8.7 1.85 1.60 40 -31% 
|: ee SERRE R REE Cs) 33.9 16.8 7 17.2 8.5 1.72 1.50 357-28 
1943 199.8 37.8 18.9 1.0 18.6 9:3 1.85 1.50 3214-25, 
1942 _.. 173.4 45.0 25.9 1.1 19.9 11.5 1.99 1.70 27!/2-20 
ij Ee eer RON CEO | | 42.2 27.1 1.1 23.2 14.9 2.32 2.10 341/4-221/, 
1940 143.1 37.6 26.3 1.0 25.6 17.9 2.55 2.25 44 -30!/,, 
| eet ent 138.8 34.7 25.0 ie 4 25.6 18.5 2.56 2.30 45 -35 
10-Year Average, 1939-48... $207.9 b $44.8 21.4% b $1.2 $24.4 12.0% b $2.37 $1.87 $467/4-20 
4-Year Average, 1939-42... $152.8 $39.8 26.1% $1.1 $23.6 15.7% $2.35 $2.09 $45 -20 
t—Exclusive of Excise Taxes. na—Not available. 
t—Class B Stock. b—Nine months average. 
*—Combined Shares. 











because in all such periods in the past, tobacco 
demand has shrunk only little and lower materials 
costs have widened profit margins. Indeed, it has 
only been in the last two years that Reynolds’ net 
earnings have topped $32 millions as they also did 
at the bottom of the big depression in 1932, when 
leaf prices tumbled fast. 


Price Supports Help Stabilize Tobacco Market 


It should be realized, however, that conditions 
have changed since 1932 when tobacco leaf prices 
were allowed to drop disastrously. Federal acreage 
allocation plus price supports have helped to sta- 
bilize the tobacco markets, though prices from year 
to year still fluctuate a great deal. The price of leaf 
tobacco has more than doubled since 1940 and since 
leaf costs comprise more than 70% of total manu- 
facturing costs, it is easy to see how importantly 
variations in price may widen or squeeze operating 
margins. This problem is naturally magnified for a 
company like R. J. Reynolds with annual volume 
exceeding $715 million (including excise taxes). 
Tobacco prices in the last half of 1949 are likely to 
harden because production of flue-cured is less than 
a year earlier, and the average price has advanced 
by about 8 cents per pound in the same period. The 
average quoted price, however, by no means estab- 
lishes actual manufacturing costs for the company, 
for customarily a higher price is paid for fancier 
grades and costs of ageing the tobacco for at least 
eighteen months are considerable. On the other hand, 
Reynolds follows the usual industry policy of aver- 
aging the costs of all tobaccos purchased. 


Only Limited Price Relief 


Though little or no relief from high tobacco costs 
is indicated for 1949, those for numerous other ma- 
terials have already turned downward and thus may 
somewhat offset the other factor. Prices for Burley 
tobacco, an important ingredient in cigarette manu- 
facture, also are slightly below a year ago. Proges- 
sive advances in volume for a number of years past 
have enabled R. J. Reynolds to report stable or in- 
creasing earnings, although its margins have nar- 
rowed compared with prewar years. In common with 
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its competitors, Reynolds has always refrained from 
pushing cigarette prices up significantly at any time, 
though if the stability of net income were seriously 
threatened, the company could easily do so. 

Under OPA controls, the list price of Camel cig- 
arettes was increased to $6.81 per thousand and 
later to $7.09, less usual discount. With the end of 
controls in 1946, Reynolds raised the price to $7.35 
per thousand, followed by an advance to $7.75 per 
thousand, less discounts, in July, 1948. Altogether, 
notwithstanding greatly increased costs in recent 
years, the wholesale price of Camels has risen by 
only about 114 cents per thousand in 12 years, not 
including advances caused by higher Federal stamp 
taxes. How adequately these small price changes 
offset rising costs in a period when sales were ex- 
panding is shown by net earnings of $34.6 million 
in 1948 compared with $28.2 million in 1937 when 
taxes were much lower. We cite these statistics be- 
cause they account for a stable earnings record that 
is likely to continue for the same reasons. 


Financing of Large Inventories 


To finance the operations of any business with 
annual volume approaching three quarters of a bil- 
lion dollars would ordinarily require substantial 
amounts of working capital. But where raw ma- 
terials have to be aged for a full year and a half 
before utilization and when they are increasing in 
both amount and costs the problem is greatly in- 
tensified. How the company handled itself under 
these conditions is interesting to note. Inventories of 
$459.6 million at the end of 1948 were $60 million 
above a year earlier and almost $250 million higher 
than at the end of the war. Improvements to facili- 
ties in the same period involved net outlays of more 
than $16 million or thereabout. In order to meet 
these sizable capital problems, the company in each 
year of the 1945-48 period, inclusive, issued long 
term obligations or preferred stock aggregating 
$225 million, besides which it retained about $35 
million of earnings. The proportions of preferred 
and debt were conservatively established to main- 
tain a proper balance. 

On an appended table, we present the December 
31, 1948 balance sheet of R. J. Reynolds Tobacco 
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Company. From this it will be REYNOLDS TOBACCO “B” RJ 




















seen that the various items have = |——}-————+}—___f 7 J | ENERO Famsiaania aR AGC tao coe 
radically changed from 1940. ——_f a — to 
Total assets have expanded $349 [— aa t t + —- te High - 66 4 
million in the space of eight —~———1—— : tT = ‘Lew - 26% }———4 











years and working capital has [—7ij-—— 
been increased by $248.2 million. 4 acme 




















The current ratio, though con- [fff 4-H 
tracting from 9.3 to 4.5, is still =A = 


highly satisfactory despite an — 




















































































abnormally large proportion of a Seana 
inventories in relation to cash [|-—}———7— 
and_ receivables. The ready [--——}—~—+ 
marketability of raw tobacco [|-——}— 
and the company’s well assured —— 
turnover justifies the large in- eae sl penny ay t 

er justi g Saas sane {Shs.° $3.60 Pfd: 490,000 - $100 par} ; 
ventories carried. Shs. $4.50 Pra: 260,000 - $100 part—— 

: ie " ae Saeeey ON ‘Shs. Class B: 9,000,000 - $10 par 
Of particular interest to pres ict pop enol 1000000 - $10 bar 

ent or prospective shareholders SS CRATER 2 {Fiscal Year: Dec.’ 31 ae 
is the element of prior charges =[-——}——— ee aCe , TO ES cane aS 
on securities senior to the com- ST CS OT! ST ST TS SAP SES AMES SEG Swe! AS 
mon stocks (voting and Class — i 5 en esc! 
B). Reynolds’ high credit stand- ; - —- ah = + tanttt = sire i — om | 
. . . T y.] 
ing has enabled it to ee oe 1938 1939 | 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 ! 
loan of $90 million due 1952-72 [2.5 12.56 | 2.55 | 2.321 1.99 | 1.85 1.72 | 1.64, 2.62, 3.03. 3.26) om 
at 214% and another of $60 mil- 2.09 | 2.30! 2.25 | 2.10 / 1.70 | 1.50 | 1,50 | 1.60 | 1.75 | 2.00 | 2.00 | ov 
lion at 3%, maturing in 1973. 136.8 138.9 140.9 143.7 146.8 148.2 199.7 263.3 295.7 387.2 |Wke Cap $ Mil 





Since the company earned about 
1214% on its invested capital last year, the spread 
in relation to annual interest charges should be 
very beneficial to common shareholders in the long 
run. In a slightly lesser degree this also applies to 
the preferred stock, $49 million of which carries a 
dividend rate of 3.60% and $26 million of 4.50%. 
In a more volatile business, this leverage might 
serve to reduce earnings on the common fast in lean 
times but, as we have pointed out, the earnings of 
R. J. Reynolds are likely to remain unusually stable. 
The annual retirements of funded debt should 
create no burden or threaten common dividends un- 
der normal conditions. Payments in the 1950-57 
period will be $5 million in each year, rising in 
1958-65 to $6 million and $7 million during 1966-72. 
Restrictions imposed under the debt agreements 
merely hold dividends paid on the common stock, or 
sums used to retire stock, to actual earnings since 
January 1, 1946 plus $15 million. It is interesting 
to note that total dividends paid on the common in 
1948 were $20 million, or 59% of net, thus the 
“plus $15 million” is not likely to be called upon in 
the foreseeable future. 


Simplifying the Capital Structure 


While discussing the balance sheet of R. J. 
Reynolds it is pertinent to explain a plan recom- 
mended by the directors for simplifying the capital 
structure of the company. A special meeting of 
stockholders has been called for June 29 to act upon 
these proposals. Under the present setup, there are 
outstanding one million shares of common vested 
with voting power and 9 million shares of Class B 
common enjoying no such privilege. All but about 
250,000 shares of the voting stock, as it happens, 
are owned by Reynolds’ Retirement and Insurance 
Fund, or by company executives and employees. If 
the suggested plan is approved, full voting power 
would be accorded holders of the Class B stock and 
each share of common could be exchanged for 114. 
shares of Class B at any time period to March 31, 
1959. In other words, a vastly larger proportion of 
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about 61,000 investors now holding common stock 
of one kind or another face a prospect of having a 
voice in the selection of directors, and eventually 
there would be a single class of common. 

Aside from this advantage, a more material one 
would arise from a proposed amendment to the by- 
laws providing for a gradual reduction in the 
amount of profits available for distribution to 
officers and employees now entitled to participate in 
proportion to their ownership of common stock. An 
annual reduction of 1% in the percentage now al- 
lowed would completely (Please turn to page 350) 
































Comparative Balance Sheet Items 
= ena Oe | 
December 31, | 
1940 1948 Change 
ASSETS ————000 Omitted - 
Cash ... $ 9,032 $ 17,306 +$ 8,274 
| Receivables, Net 7,431 20,690 + 13,259 
Inventories 139,276 459,696 + 320,420 
TOTAL CURRENT ASSETS 155,739 497,692 + 341,953 
Plants and Equipment, net 18,747 29,628 + 10,881 
Other Assets 6,581 3,378 — 3,203 
TOTAL ASSETS $181,067 $530,698 + $349,631 
LIABILITIES 
Accounts Payable $ 2,932 $ 5,306 +$ 2,374 
Notes Payable 2,000 77,000 + 75,000} 
Accruals, Including Taxes ........... 11,854 28,156 + 16,302 
Other Current Liabilities a . 
TOTAL CURRENT LIABILITIES 16,786 110,462 + 93,676 
Reserves 1,049 + 1,049 
Preferred Stock 75,000 + 75,000 
Common Stock 100,000 100,000 ; 
Long Term Debt 16,000 150,000 + 134,000 
Surplus , 48,281 94,187 + 45,906 
TOTAL LIABILITIES $181,067 $530,698 + $349,631 
WORKING CAPITAL $138,953 $387,230 + $248,277 
CURRENT RATIO ....... 9.3 4.5 — 4.8 
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Confused Prospects for AIRCRAFTS | 


By J. C. CLIFFORD 


Win all its remarkable 
technological achievements 
in promoting safety in the 
air, the plane manufacturing 
industry has failed thus far 
to develop a device for dissi- 
pating confusion that peri- 
odically beclouds the outlook 
for successful operations. 
Such an instrument would 
come in handy now. For de- 
spite indications of increased 
appropriations for military 
aircraft in the coming fiscal 
year, investor confidence in 
representative stocks has 
fallen to a low ebb. 

Aside from the fact that 
speculative issues have suf- 
fered relatively more than 
better grade stocks in the re- 
cent general decline, several 
fundamental reasons may be 
listed for revival of a cau- 
tious attitude toward the air- 
craft group. Basically, doubts 
over future prospects: trace 
to the fact that the industry 
is highly dependent on mili- 
tary orders—and experience has shown that this 
type of business is scarcely conducive to large profits 
that would warrant enthusiasm over aircraft shares. 
More specifically, skepticism toward the group has 
been intensified by shifting of orders from one man- 
ufacturer to another and by cancellations which have 
raised doubts over the reliability of government or- 
ders as a source of earning power. Confusion has 
been especially prevalent in recent months in reflect- 
ing inter-departmental jealousies in Washington as 
well as shifting tides in the European cold war. 


Military Orders Industry’s Mainstay 


Because the outlok for new orders is rather prom- 
ising—despite conflicting Washington policies—and 
because share prices in this group have experienced 
a sizeable correction, a discussion of prospects ap- 
pears in order at this time. A careful study of many 
relevant factors will show that while large expen- 
ditures seem probable for military aircraft in the 
coming fiscal year, the extent to which individual 
manufacturers are likely to benefit remains obscure. 
For this reason, representative stocks in the group 
can scarcely be regarded as other than speculative 
even though several companies appear headed for a 
period of enlarged production. Even though the in- 
vestor is prepared to accept speculative risks, it 
seems apparent from a study of underlying factors 
that a high degree of selectivity is essential. 
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Before consider- 
ing political as 
pects of the indus- 
try’s prospects, it 
may be well first to review some of the fundamentals 
contributing to instability and unreliability of earn- 
ing power. Following are principal factors prevent- 
ing development of manufacturing efficiency charac- 
terizing other industries on which investment policies 
may be founded: 

(1) Despite tremendous postwar shrinkage in ca- 
pacity and recent enlargement of Government or- 
ders, manufacturing facilities still are excessive. 
Except for three or four companies, it seems doubt- 
ful whether the industry can count on sufficient vol- 
ume of business to warrant maintenance of present 
plants. Economic operations are difficult under such 
conditions. 

(2) Because of continuing engineering progress 
and shifting of emphasis for military reasons from 
one type of plane to another, the bulk of appropria- 
tions is concentrated on comparatively few manu- 
facturers, thereby intensifying problems for others. 

(3) The outlook for earnings is obscured by the 
fact that profits on virtually all Government orders 
are subject to renegotiation—and procedure for such 
readjustments has not been settled. 

(4) The equipment program of major air trans- 
port companies has returned to normal after virtual 
completion of large orders placed at the close of war. 
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As a result, manufacturers cannot look forward to 
any substantial business from this source for some 
time. This is an especially unfavorable factor for 
companies normally dependent on orders other than 
for military requirements. 

(5) Gradual waning of interest in private planes 
because of limited facilities for air terminals, hang- 
ers, etc., and because of increased maintenance costs. 

(6) Generally unsatisfactory results experienced 
by most companies which endeavored to diversify 
operations by venturing into non-aircraft activities. 

Despite these problems, the industry—as a whole 
—appears likely to experience another favorable year 
in 1949 provided results of renegotiation of contracts 
are no more disturbing than industry executives an- 
ticipate. Most informed officials expect Air Force and 
Navy negotiators to approve reasonable profits—in 
the neighborhood of 12 per cent before taxes or per- 
haps 3 to 4 per cent after taxes. Accordingly in the 
light of orders now in hand and awards in prospect, 
it may be well to consider production and financial 
data relating to principal manufacturers. 

Reflecting larger appropriations authorized by 
Congress last year, the industry is expected to pro- 
duce in 1949 approximately 3,000 military craft of 
perhaps 35 million airframe pounds, representing an 
increase of 25 per cent in number as well as in weight 
over 1948. Dollar value of deliveries may approach 
$1.5 billion, for an increase of as much as 35 per cent. 
What such a showing may mean in profits is prob- 
lematical, for it seems doubtful whether any but a 
few concerns can develop a degree of proficiency that 
would attain best results. In addition, of course, 
eventual profits would be subject to later agreement 
on reasonable margins. 

As mentioned earlier, Air Force orders are concen- 
trated in the hands of four major frame manufactur- 
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ers—Boeing Airplane, Consolidated Vultee, Lockheed 
Aircraft and North American Aviation. Moreover, it 
seems likely that these companies will participate to 
a large extent in appropriations for the fiscal year 
beginning July 1. This fact may be explained by the 
strong trend toward heavy bombers and transports. 
Procurement programs for fighters and trainers have 
been cut back to some extent. 

Military authorities appear convinced that large 
modern bombers, such as Consolidated Vultee’s B-36 
—center of Congressional (Please turn to page 351) 










































































































































































Statistical Data on Aircraft Stocks* 
| 
Order —————Net Per Share — Price- | 
Backlog Ist Quar. Div. Div. Earnings Recent Range | 
($ mill.) 1947 1948 1949 1948 Yieldt Ratiot Price 1948-49 | 
Beech Aircraft $14.7 def$3.03 $3.69 $ 99a » $.67 9.6% 1.9 $7 1054- 5!/| 
Bell Aircraft . 30.0 def2.72 def.80 12 1.00 a 1934-105, | 
Boeing Airplane ........ eta 359.0  def.4! 1.59 53 1.00 5.5 Tey 18 291/2-175 | 
Cessna Aircraft _ 4.9 53 79 25 8.3 6h 5\/4- 2%| 
Consolidated Vultee Aircraft 190.0 defl4.42  def5.16 43 Nil wilt: 1634- 774 
Curtiss-Wright 146.0  def.47 46 ©=6def.17.——-2.00 25.0 174 8 I2')- 434) 
Douglas Aircraft 211.3 def3.57 9.72 3.34 5.00 8.9 “5.8 56 6774-47 | 
Fairchild Camera & Instrument 5.8 1.38 440 °~—~ a 30 2.4 295 | 3 «29° - W\ 
Fairchild Engine & Airplane 90.0 Tl .67 eed 0 606 4 5i_- 31/5 | 
Grumman Aircraft Engineering _ 133.9 2.29 2.39 2.00 125 67 416 253/4-151/4 
Irving Airchute .... 1.0 7 def.26 Cae - T/y- 3, 
Lockheed Aircraft . 185.9  def2.30 areas 8.8 2459-1334 
Martin, Glenn L. 88.1 defl6.9| defl4.73 35 #$NI .. ©. 8 2234- 7'/g 
North American Aviation . 266.4 1.28% 1.97 88a 100 125 4! °# 8 13%- 8 
Northrop Aircraft ; 65.0 54 1.16 25b 25 4.2 52 6 13%4- 535 
Piper Aircraft . pa def.39 def.82 Ee ee 
Republic Aviation 50.0  def2.11 2.19 25. Nil (23. 5 1336- 4% 
Ryan Aeronautical , . 11.7 . def.32 “90 ie a [ae 5.6 7 7g TYe- 3% 
Solar Aircraft 11.3 1.60 2.50 45 4.5 40 10 14\/.- 81g 
United Aircraft 330.0 3.21 3.06 33 2.00 95 68 21 3054-205 
Wright Aeronautical 41.9 85 2.53  def!.82 10.00 14.3 2.8 70 9634-58 
*—Figures adjusted for stock splits. a—Six months ended March 31. 
t—Based on 1948 dividends. b—Three months ended October 31, 1948. 
t—Based on 1948 earnings, 
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canis factors among the numerous cross- 
currents besetting the economy lend encouragement 
to manufacturers of metal and glass containers. 
While the struggle for popularity between the two 
type of receptacles continues apace and intercom- 
pany competition has reached a crucial stage, the 
overall outlook for a favorable year is rather bright 
for leaders in both branches of the industry. 


For more than a year past, producers of glass 
containers have had to surrender gradually markets 
temporarily won from can manufacturers in war 
years when use of tin for commercial purposes was 
severely restricted. By degrees the scarcity of tin has 
been relieved, and with an increasing availability of 
tin plate many former users of cans now find their 
durability and price a predominant attraction. In 
brief, shipments of glass containers declined 8% 
in 1948 while those of metal base rose 10%. Chances 
are that this trend will continue for some time yet, 
though the relative percentage gains and losses may 
lessen. 

While a decline in industrial activity may cause 
a receding demand for both glass and tin containers 
used in chemical, paint, cosmetics and numerous 
other enterprises, an offsetting and far more impor- 
tant element in the equation will be the continued 
high level demand for food containers and those re- 
quired for bottled beverages. The marked increase 
in beer consumption alone since 1946 has stepped up 
demand for containers so impressively that though 
shipments of beer cans soared from 146 million 
gross to almost 2,900 million gross, those of glass 
beer bottles gained at least 25%. Thus both types 
are benefitting from prosperity in the brewing in- 
dustry, though in varying degree. There is little 
evidence that demand from this important source 
will recede in the current year, and the season has 
arrived when purchases of all bottled drinks will 
reach their peak. 
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Equally important is the uninterrupted secular 
growth in demand for packaged foods of every 
description, and the prospect that truck crops will 
be highly satisfactory in 1949. Cold weather in 
California and possible damage from drought in 
some of the northeastern states seem unlikely to 
prevent food packers from canning their normally 
expected supplies. Continued heavy demand for 
canned fruits, juices and vegetables has tended to 
reduce the inventories of canners and provided a 
sound base for reaccumulating containers made of 
either glass or tin. The improved quality of canned 
foods and the fact that their retail price index in 
the last decade has risen much less rapidly than 
that for all foods, points to well sustained demand, 
especially if increased unemployment should pinch 
family budgets. Thus on the whole the outlook for 
container manufacturers holds much promise. 


Stabilized Profits for Can Makers 


From an operating angle, producers of tin con- 
tainers are facing conditions that should aid in 
profit stabilization during the current year, at least 
for the two dominant concerns in the field, Ameri- 
can Can Company and Continental Can Corporation. 
These two account for about 75% of total industry 
volume. Their large size permits mass production of 
cans at lowest possible cost, with the use of expen- 
sive automatic equipment that has doubled their 
rate of output. Elaborate research facilities provide 
an advantage in the development of specialized con- 
tainers to hold numerous kinds of foods and bever- 
ages, for not only shape and color are factors but 
chemical considerations as well. In this respect, for 
example, it is interesting to note that preliminary 
expense of more than $1.5 million was required in 
1935 to perfect a can with suitable pressure and 
chemical components for beer, and several million 
dollars more were spent before brewers were satis- 
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fied enough to start a large scale shift from bottles. 
Widespread plant dispersion in favorable markets, 
ability to handle large yearly contracts and to make 
advantageous purchases of essential materials, plus 
effective pricing policies and expanding trade poten- 
tials, give both American Can and Continental Can 
a position that competitors find difficult to meet. 
Unit costs of these two large concerns are also re- 
duced by spreading overhead on production of fiber 
containers, as well as on capping and sealing ma- 
chinery leased to users of cans. 


Good Start in 1949 


American Can Company has started 1949 aus- 
piciously with first quarter sales of $86.6 million, 
up $6 million compared with the same 1948 period. 
Though first quarter net has not been reported, the 
inceased volume probably widened profit margins 
slightly, for tin prices had remained unchanged for 
more than a year, costs of other materials have 
softened, and the company advanced its prices for 
cans 10% last January. Outlays of about $75 mil- 
lion for new or modernized facilities in the last 
three years have substantially enlarged capacity 
and to keep abreast of demand, further sums will 
be spent in the current year. Early in June, the 
Government further eased restrictions on the use 
of tin and barring a radical increase in stockpiling, 
the price of tin is more likely to recede than to be- 
come firmer henceforth. This is important, for costs 
of tin plate and wages account for about 80° of 
American Can’s total operating costs. 


With an increased availability of steel and the 
last half year normally the best period for container 
shipments, net earnings of the company this year 
should at least equal the $8.09 per share reported 
for 1948. American Can last year set aside $4 mil- 
lion to swell inventory reserves to $10.7 million or 
14% of inventory valuations at the year-end; thus 
further deductions may henceforth be more mod- 
erate. The quarterly dividend of 75 cents a share is 
amply secured and the year-end extra should at 
least equal the one of $1 paid last December. Ameri- 
can Can shares marketwise reflect the company’s 
favorable potentials, a recent price of 89 being 
hardly more than four points below the 1948-49 
high of 9314 and well above the corresponding low 
of 7614. 
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Dollar sales of Continental Can Corporation in the 
first quarter of 1949 were about 4% lower than a 
year earlier, as a result reducing net earnings for 
12 months ended March 31 to $3.94 per share com- 
pared with $4.29 in the former comparable interval. 
The management hints that the slightly poorer 
showing was partly due to slackened demand caused 
by the January lift in can prices and partly to 
seasonal factors that have become more influential 
this year. No more than a moderate decline in vol- 
ume, however, is expected for the full year and the 
company’s optimism is shown by plans to spend 
around $14 million for improvements in 1949. 


To finance this program and to retire bank debts, 
Continental Can has recently sold $20 million of 
debentures to insurance interests, pushing total 
funded debt up to approximately $52 million. An- 
nual sales of more than $300 million easily win 
second place in the industry for the company, with 
output of fiber drums, containers and paper bottle 
caps affording significant diversification from main 
line can activities. Dividends in the current year 
should equal at least (Please turn to page 353) 






































Pertinent Statistical Data on Container Companies 

ae ee eee a ess alas pe Ee 2S a — ———— 

a Net Sales————__ | 

—_——($ million) ————-  ————_Neet Per Share-—_—_ Price- 

Ist Quar. 12 Mos. Div. Div. Earnings Recent Range | 

1947 1948 1949 1947 1948 March 1949 1948 Yieldt Ratio$ Price 1948-49 | 

American Can $338.2 $409.5 $86.6 $6.65 ¢ $8.09 ¢ $4.00 4.5% 11.0 $89 93'/4-76l/, | 
Anchor Hocking Glass 62.2 65.9 16.5 4.02 4.27 $5.02 2.00 6.3 7.5 32 38!/>-25Y/4 | 
Continental Can 266.4 319.7 61.2 3.88 45) 3.94 1.50 47 7.1 32.40. -291/4 
Crown Cork & Seal 81.4 98.6 19.9 3.00 3.28 320 1.2583 46 15 265-141 
Hazel-Atlas Glass 59.7 60.7 13.5 1.83 1.41 1.78 1.20 5.7 15.0 21 26'/2-19'/, 

| National Can 21.7 22.0 2.8 32 19 2 80 me i ~S 994- 454 | 
| Owens-Illinois Glass 231.3 224.4 50.2 4.60 3.38 3.91 3.00 5.6 16.0 54.73/44 71/4 | 
eects eee? ee Se — x : é [oc a ice 5 Oo 
| Thatcher Glass Mfg. ...... 19.1 16.6 4.2 2.29 def.24 .06 .30 6.0 5 14l/g- 434 | 
t—Based upon 1948 dividends. a—March quarter only. — ol palo. ae 

t—Based upon 1948 earnings. c—After reserve adjustments. 
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PROFIT 


INCOME 


Penetrations 


The breaking of the 1947 lows 
was followed by a small rally, 
rather than an immediate further 
decline. This is one of those 
double-crosses of majority specu- 
lative opinion that the market 
comes through with often enough 
to put plenty of margin for error 
in all methods of technical analy- 
sis. In the old days, with con- 
siderable amounts of stocks held 
on narrow margins, the breaking 
of a well-defined support level 
inevitably resulted in forced 
liquidation, and was additionally 
exploited by the short-selling tac- 
tics of professionals. Now the 
margin debt is small, the 50% 
limit is conservative and the 
regulations bar bear-raiding. On 
the other hand, economic and 
psychological factors are no less 
potent than formerly. Demand 
for stocks cannot be strong until 
we are within sight of the end of 
the business deflation, and it does 
not take much selling to maintain 
a more or less effective pressure 
on the market, despite periodic 
relief in the form of technical 
rallies. The test to watch probably 
is not any particular level of “the 
averages” but how the market 
stands up under increasingly ad- 
verse business statistics and 
markedly lower earnings in many 
instances later in the year. Cer- 
tainly a time for speculative bull- 
ishness is coming, but it can 
hardly be this summer. It might 
conceivably be by autumn or 
early winter, but nothing is sure. 
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Duration 


The duration of this bear mar- 
ket to date depends on what 
starting point you take. If you 
figure it from the 1946 high, it is 
already 726 days old as this is 
written, comparing with a final 
total of 959 days for the 1939- 
1942 bear market, 1,027 days for 
the 1929-1932 bear market and 
815 days for a bear market back 
in 1912-1914 — the three longest 
on record as far back as adequate 
data are available. In these terms, 
it is already very old. However, 
the rise from the 1947 low to the 
1948 high, although over 90° of 
it occurred in three months prior 
to mid-June of last year, does 
rank as a separate bull market, 


no matter how much of a fluke 


it was. If you throw it out, the 
historical records become mean- 
ingless because in them all bull 
and bear markets are figured the 
same way, no matter how short 





or long they may have been. 
Thus, a few now remember that 
was a 7-month bull market, in 
saw-tooth fashion, between March 
and November of 1938; but so it 
was, and it was followed by a 
147-day bear market. And there 
was a 5-month bull market be- 
tween April and September of 
1939. There is little doubt that 
market historians will have to 
record the present major trend 
as starting from mid-June of 
1948, making it a little over a 
year old at the present time. Any 
way you choose to figure it, it 
could readily wind up within a 
relatively few more months, on 
the probable basis of an economic 
readjustment comparing more or 
less with that of 1937-1938 so far 
as the production decline is con- 
cerned, and comparing favorably 
with 1920-1921 as regards the de- 
gree of price decline. The 1937- 
1938 bear market ran for 390 








INCREASES SHOWN IN RECENT EARNINGS REPORTS 








PAID TIOETN TRIOS: cess wnsasdicciescoceicesandcticees 
Be NON ois cnsdevatanceninsesccsssccseucessnes 
Carolina Power & Light.....................:::.:000 
SUPINE TEMICRON «6550505 selec ses icsceisessctscnesess 
Distillers Corp.-Seagrams .....................:066 
MRD ie ocak cess grupos eeavustsuve-e snes reveeersteteaees 
First National Stores...................ccsecsssceeeees 
Lesko Ghore UNOS. .......0652.65s0sicesccenesseoeesens 
NE 6 ooo vn ca co san ece eases teneszesrsecnob onsen 
ARRON ass oo asin ocosc5 53 sssektonessseeeteressoonses 
*—1948 and 1947 respectively. 


1949 1948 
4 mos. April 30 $ .06 def.$ .80 
6 mos. Mar. 31 2.43 1.97 
12 mos. May 31 3.47 3.12 
5 mos. May 31 1.96 ar 
April 30 quar. 1.11 -90 
Year Feb. 28 a21 def.3.70 
53 weeks April 2 aan 6.88 
Mar. 31 quar. .23 -10 
Year April 30 3.52 2.55 
Year Dec. 31 16.86* 15.23* 
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days, that of 1919-1921 for 660 
days. 


How Low? 


There are logical reasons for 
thinking that this bear market 
ought to halt somewhere within 
the 1944 price range, which for 
the Dow industrial average was 
152.5-134.4. This column would 
tentatively figure it that way, as- 
suming a production low not un- 
der 150 for the Reserve Board 
index and banking on a relatively 
satisfactory dividend outlook. But 
it does not make much sense to 
use any kind of a guessing ap- 
proach in buying stocks. If you 
are speculating on the general 
trend, you have a much better 
chance of buying stocks within 
10% or so of bottom, after bot- 
tom has been made, than you 
have in buying in anticipation of 
bottom. Bull markets rarely start 


tory demand should follow the 
present general business reces- 
sion. On the other hand, the post- 
war output of trucks has been 
roughly 60% over 1936-1939 in 
unit volume, suggesting that 
needs have been largely served 
for a protracted period to come. 
Truck stocks may be adequately 
deflated, some now selling under 
net quick assets per share, but 
there is nothing in the outlook for 
earnings and dividends to sup- 
port higher prices. This could 
well be a sub-average group even 
in the next bull market. 


Deflation 


From February through April, 
total profits of department stores 
fell 48% on a year-to-year dip of 
3°o in sales, according to the re- 
port of the Controllers’ Congress 
of the National Retail Dry Goods 
Association. It covers all stores 
doing a volume of more than 


likely to hold close to the excel- 
lent 1948 results, with dividends 
well covered and secure. Operat- 
ing margins of the last couple of 
years have been below normal, 
since selling prices were advanced 
less than costs increased; but the 
effect was offset, so far as net in- 
come is concerned, by the very 
large dollar gross. Under the de- 
flationary influences now at work, 
costs of materials will decline 
faster than selling prices, making 
for better margins. This will tend 
to maintain earnings, despite 
some reduction in total dollar 
sales due to lower prices, which 
are already spurring unit vol- 
ume. The leading companies, in 
order of size, are National Dairy 
Products, Borden and Beatrice 
Foods. All offer current yields in 
the vicinity of 6% or more. Each 
has held above its previous post- 
war low in this year’s general 
market decline. Beatrice and Na- 
































n. with a rush. On an _intrinsic- $1,000,000 : , tional Dairy have done so by wide 
, ; a year. The average neue ee sa 
at quality approach, some consumer- nrost tn this coli wae te of margins, Borden by a small one. 
: goods stocks vel doubt buys sales, against 5.2°¢ for the like 6, 
it even at present levels. period of 1948. About 92% of the 
‘ inne 116 reporting stores had lower When investors pare down 
c . 4 "lyr ¢ Tr »y* “ye z 5 
~ P hs — = — nf p seniar of positions, many bow to the human 
e- Or recent market weakness mem fad actual net operating temptation to sell stocks on which 
of improved support was shown by _/0sses. It seems probable, in this they have profits, while holding 
at 4 roups, long out of favor Clumn’s view, that department jess satisfactory stocks on which 
~ , ad re Oa Oc ~ is 
such groups, - oer * stores, by and large, have already hoy are <i Aili ‘ ‘ 
to and more or less oversold, as one about as far as they are cy are_more or less “under 
1d farm equipment, metal fabricat- 8°NC #doul as tar as they are water.” This probably explains 
of ing, printing and publishing, re- tikely to go in paring profit mar- the recent softness in natural gas 
. ’ ~ > : = . 4 " . 
a tail trade and textiles. Such pre- %!88_to hold up unit volumes. If stocks, as it also does that of 
: : : so, the story from here on will ratine utility neh Botl 
1\ vious stalwarts as chemicals, op- 4 operating utility stocks. oth 
it erating utilities and natural gas depend on employment and con- groups had for many months been 
? a x sumer jncome, rather than mark- orking vard agai } 
a stocks came under considerably aie vagy “nga working upward against the gen- 
leone tome, Ciienn en downs; for if the limit of the lat- eral market trend. Long-term 
en Heh to hold up relatively well ter has not been reached, it is growth prospects for the natural 
a include beer brewers, confection- surely near. Meanwhile, the gas industry remain good, and 
: , ks are currently acting some- is nee ee ig 
. ery stocks, drugs, dairy products, oS bette “— th os g ; these companies will also make a 
ar hy : : ae wha etter than the genera 3 "a id m 
; ‘ minin decidedly superior showing on 
_ finance companies, gold g, market. ae ee P Rave S ; 
tobacco products and utility hold- 1949 results whether or not earn- 
Vv e . . j eo ] > Ie NTA 4 
A ing companies. Dairy Products Ings In some cases are modestly 
"a under 1948 figures. In the first 
7T- vs. Cars Earnings of the leading dairy quarter of this year, gross 
rucks vs } ( : : : 
0 products companies this year are (Please turn to page 353) 
There has been less of an auto- 
= mobile boom than many imagine. 
Thus, estimated total 1946-1949 DECLINES SHOWN IN RECENT EARNINGS REPORTS 
output of passenger cars has been 
only some 10° over that of the 1949 1948 
prewar years 1936-1939. Coming AUNTIE GEORGE 228s. dese ca eo aecentarnntewk . April 30 quar. $1.08 $1.39 
after cessation of civilian produc- Consolidated Textile ........... RT lis Ber May 28 quar. .29 1.25 
tion during the war years, the Rlcrucicies Stcneae 255 ease ced Year Mar. 31 2.90 4.48 
gain Is small ; and far less than Dresser Industries ...................c0ccccccceeees April 30 quar. By 1.56 
the gain in real consumer income. RORCU oso aic sie cc ccdtsseadinsagecacndacqeticoaeeend Year Feb. 28 2.01 3.06 
It leaves millions of over-age Cars RRCURMMCNRT OREN NCIINOR 6 a'< 255 a0 C0 55 oxic ndce sccntapeaceee Year Mar. 31 2.14 3.26 
still on the roads. Therefore, the 
‘ . . . . 5 Spencer Kellogg & Somns.......................0064 12 weeks May 7 -63 1.02 
readjustment In this industry, ssieiiaes sa sities mp pape 
starting within a few months, 7 ee evcdneuensadeteduenedeunne wad eusdenacies i pi “ sail ‘ on pe 
could be fast. On the basis of isa hetesl DIGTUNOS 2565. h ce ssieessca sda cccedectagieees weeks Apri ef. ‘ 
moderate price reductions, sev- Warner Wet PCN oo 5c ecb vc ceceaccezsxenszees Feb. 26 quar. 35 -46 
= eral years of reasonably satisfac- 
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The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. This service in conjunction with your 
subscription should represent thousands of dollars in value to you. It is 
subject only to the following conditions: 

1. Give all necessary facts, but be brief. 

2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self- 


addressed envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Standard Oil Company of Ohio 

“I have subscribed to your Magazine 
for a good many years and rarely have 
availed myself of the privilege of con- 
sulting your Personal Service Depart- 
ment. I would appreciate recent data on 
Standard Oil Company of Ohio.” 

A.L., Green Bay, Wisconsin 

Consolidated net income of 
Standard Oil Company (Ohio) for 
the first quarter of 1949 was $3,- 
912,160 as compared with $6,052,- 
604 for the same period of 1948. 
These earnings were equivalent 
respectively to $1.03 per share of 
common stock in 1949 and $1.66 
per share for 1948, after deduct- 
ing preferred stock dividends. 

The lower net income for the 
1949 quarter reflects higher costs, 
and the following changes from 
the peak demand and price situa- 
tion which existed during the first 
quarter of 1948: (1) a 214% de- 
crease in the physical volume of 
all finished products sold, although 
gasoline sales showed a gain of 
8%; (2) lower prices received for 
light and heavy burning oils. 

Reflecting increased sales of 
gasoline, crude oil, gas and natu- 
ral gas liquids, net sales for the 
March quarter of 1949 were $62,- 
078,976, slightly in excess of the 
$61,281,185 of sales for the corre- 
sponding period of 1948. Total 
costs and expenses of conducting 
the business (including income 
taxes) were about 5% higher for 
the 1949 quarter than for the like 
period of 1948. Such increase re- 
flected higher operating charges 
in 1949 as compared with 1948, 
for payroll, depreciation of facili- 
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ties and depletion of oil producing 
properties, and because of the 
higher prices paid for miscellane- 
ous materials and services includ- 
ing increased transportation costs. 

The company’s net crude oil 
production increased 10% to 2,- 
917,800 barrels in the initial quar- 
ter of 1949 from 2,638,000 barrels 
during the same period of 1948. It 
averaged 32,420 barrels a day in 
1949 as compared with 28,989 
barrels a year ago, despite reduc- 
tions during February and March 
in state-enforced allowable pro- 
duction per well, particularly in 
Michigan and Oklahoma. 

Company’s refineries processed 
about 5% less crude oil in the first 
quarter of 1949 than for the like 
period of 1948. Such decrease re- 
sulted principally from differences 
in the scheduled shutdowns for 
inspection and maintenance of 
equipment. It is anticipated that 
crude runs to stills will average 
about 97,000 barrels per day for 
the full year of 1949 as compared 
with about 93,000 barrels per day 
in 1947, the previous high year. 

Sales, etc. for the full year of 
1948 amounted to $245,157,216 
and net income to $23,783,197, 
equal to $6.39 per share. Divi- 
dends in 1948 were $1. 6214 per 
share in cash and 2% in stock. 
Current quarterly rate is 50 cents 
per share. 


National Dairy Products Corp. 


“Please advise on inventory situation 
and profit prospects of National Dairy 
Products Sag page for 1949.” 

., Los Alomos, New Mexico 


Unit sales volume of National 
Dairy Products Corporation for 
the first half of this year has been 
running ahead of the like 1948 pe- 


riod, although dollar volume, due | 


to price reductions, probably will 
be down slightly for this period. 
Profits are expected to show no 
important change from the $2.12 
a common share reported for the 
first six months of last year. 

Fluid milk sales, which made 
up 30% of National Dairy’s 1948 
sales volume, are up, but such 
gain is of little importance to 
earnings, as the company’s profit 
margin on fluid milk is only a 
fraction of a cent a quart. More 
important to profits has been a 
further substantial gain in cheese 
sales. Margins on cheese, which 
made up 22% of 1948 sales, are 
relatively favorable. 

Lowered milk costs this year 
have permitted the company to re- 
duce its prices, stimulating sales. 
In the case of ice cream, sales 
have lagged this year, partly due 
to weather conditions and partly 
due to the fact that, while National 
Dairy has lowered its prices on ice 
cream, there has not been a gen- 
eral reduction in prices to the con- 
sumer. Favorable weather condi- 
tions for the balance of the year 
could help bolster ice cream sales. 
Butter sales are up, aided by lower 
prices, while company’s margarine 
sales have shown a corresponding 
decline. 

Foreign government buying has 
been a factor in this year’s de- 
mand for some milk products, and 
the United States Government has 
also been a buyer, par ticularly | of 
powdered milk. In view of in- 
creased milk supply available for 
canned and powdered milk lines 
this year, the Government de- 
mand has cut down inventories, 
and tie-up of capital, in such lines. 
Due to its relatively rapid inven- 
tory turn-over, the threat of in- 
ventory loss is not as serious, in 
period of declining prices, as in 
some industries. However, to pro- 
tect against this contingency, the 
company at the start of this year 
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Cluett Peabody Company 


“Please advise when patent expiration 
of Cluett Peabody ‘Sanforizing’ process 


' takes effect and if the company can ex- 


sand beta 3 


| pect any revenues from this process in 


the future.” 
F.D., Schenectady, New York 


' Cluett Peabody & Company’s 
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‘patent rights on their process to 
reduce fabric shrinkage expired 
on May 31, 1949, but the company 
still holds patent rights on ma- 
chinery used in the process until 
August 21, 1951, and on certain 


' improvements also until 1951. 


Company has sent out new con- 
tracts to mills and finishing plants 
who wish to label cotton goods 
“Sanforized,” reducing the roy- 
alty rate from 2.5 mills to 1.5 
mills a yard. Contracts cover a 
three-year period with an automa- 
tic one-year renewal unless can- 
celled. 

In 1948, about two billion yards 
of cotton fabrics were sanforized 
and the company realized over 
$5,500,000 from their Sanforized 
Division and from royalties on the 
process. Cluett Peabody is an im- 
portant manufacturer of men’s 
shirts under the “Arrow” trade- 
mark and other items such as col- 

‘lars, ties, underwear and hand- 
_kerchiefs. Sales for the year ended 
December 31, 1948, amounted to 
$83,973,839 and net income to $4,- 
625,190, equal to $5.59 per share 
on 710,906 shares of outstanding 
common stock. In 1947, the net in- 
come was $5,343,551, equivalent 
to $7.20 on 696,404 shares of com- 
mon stock. Sales in 1948 regis- 
tered an increase of 36% over the 
preceding year and in the first 
quarter of 1949 totalled $21,035,- 
655, compared with $18,983,501 
in first quarter of 1948. Dividends 
in 1948 totalled $3.00 per share 
and $1.00 was paid in the first 
half of the current year. 


Fruehauf Trailer Company 
“T hear that earnings of Fruehauf 
Trailer Company declined in the first 
quarter of 1949. Will you please explain 
the reason for this decline?” 
E.N., Syracuse, New York 
Net sales of Fruehauf Trailer 
Company for the first three months 
of 1949 totalled $19,119,612, as 
‘compared with $20,206,051 for 
the first quarter of last year. Net 
‘earnings amounted to $808,018, 
‘equal to 57 cents per share on 
(1,215,956 shares outstanding, as 
compared with $2,000,517 (in- 
ss non-recurring income of 
1$410,119) or $1.54 per share for 
\the comparable period last year. 
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There were a number of un- 
usual conditions which affected 
sales and earnings of the com- 
pany in the first three months. In 
February, the main plant was the 
scene of a jurisdictional dispute 
requiring two elections to deter- 
mine the union to represent em- 
ployees. Since settlement, of this 
dispute, efficiency at this plant has 
improved considerably, but while 
it was going on, unabsorbed fac- 
tory burden and low efficiency cut 
profits substantially. 

In addition, a sizeable loss in 
production occurred during the 
first quarter at the company’s sec- 
ond largest plant as a result of 
model changes. Meanwhile, an- 
other factor in retarding sales in 
this period was the severe winter 
that repeatedly crippled large 
areas in the West, tying up all 
forms of transportation with some 
of the heaviest snowfalls in his- 
tory. 

The company believes that de- 
mand for truck-trailers in 1949 
will continue at approximately the 
same level as last year. 


City Stores Company 

“Please furnish names of stores oper- 
ated by City Stores Company; recent 
sales volume and profits.” 

E.B., Auburn, New York 

City Stores Company and sub- 
sidiaries for the quarter ended 
April 30, 1949, showed net sales of 
$40,259,340. This is 6.21% ahead 
of the $37,904,419 sales in the 
comparable period of the previous 
fiscal year. Sales for the twelve 
months ended April 30, 1949, were 
$170,459,906, the largest volume 
for any twelve months’ period in 
the company’s history, and an in- 
crease of 8.54% over the $157,- 
501,594 sales reported for the 
twelve months ended April 30, 
1948. 

Net earnings for the three 
months ended April 30, 1949, were 
$1,232,948, equal to 73 cents per 
share on the common and class A 
stocks outstanding, compared with 
$1,106,623 or 66 cents per share 
for the corresponding period of 
last year. The net earnings for the 
latest period include profit of $435, 
475 from the sale of a warehouse. 
Net earnings for the twelve 
months ended April 30, 1949, were 
$5,524,731, equal to $3.27 a share 
against $4,509,810 or $2.67 per 
share for the preceding twelve 
months. The above figures include 
operations of Wise, Smith & Com- 
pany, Inc. from August 18, 1948, 
and Swern & Company (subsidi- 
ary of Lit Brothers) from Janu- 
ary 1, 1949. 


City Stores Company operates 
the following twenty-two retail es- 
tablishments: Lit Brothers, Phila- 
delphia ; Swern & Company, Tren- 
ton, New Jersey; R. H. White 
Corporation, Boston; Maison 
Blanche Company, New Orleans; 
B. Lowenstein & Brothers, Inc., 
Memphis; Loveman, Joseph & 
Loeb, Birmingham; Kaufman 
Straus Company, Louisville ; Rich- 
ard Store Company, Miami; Wise, 
Smith & Company, Hartford, Con- 
necticut; and Oppenheim Collins 
Company Inc. which conducts spe- 
cialty stores in New York City, 
Brooklyn, Philadelphia and Buf- 
falo and branch stores in several 
suburban areas of New York City. 

The quarterly dividend rate is 
30 cents per share. 


American Seating Co. 
“Please advise on net income of Amer- 
ican Seating Co., prospects for the cur- 


rent year and dividends.” 
M. B., Clarkdale, Miss. 


American Seating Co. is the 
leading manufacturer of seats for 
schools, theatres, churches, buses, 
etc. In addition, it distributes 
school supplies manufactured by 
other companies and this normally 
accounts for a sizable part of the 
company’s income. School and 
other public building requirements 
are large in view of the increased 
population of the country and 
therefore American Seating Co. 
can look forward to substantial 
business for the balance of this 
year and the period beyond. 

Net sales for the year ended 
December 31, 1948, amounted to 
$22,529,375 and net income to 
$1,396,861, equal to $6.32 per 
share. This compares with 1947 
results as follows: 


Net sales .............. $16,037,520 
Net income .......... 557,333 


equal to $2.52 per share. 


Sales in 1948 increased 40% 
over the preceding year and 1947 
showed an increase of 52% over 
1946. 


For the first quarter of 1949, net 
sales rose to $5,552,010 and net 
profit to $359,784, equal to $1.63 
per share, compared with 1948 
first quarter sales of $4,301,795, 
net profit of $265,448, equal to 
$1.20 per share. 

Dividends have been conserva- 
tive in relation to earnings. Dis- 
bursements in 1948 amounted to 
$2.00 per share and $1.00 per 
share in cash plus 5% in stock has 
been paid thus far in the current 
year. 
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By E. K. A. 


July is likely to see a temporary low in production, to be 
followed by a moderate seasonal rebound and subsequently 
by a renewed easing off tawnrds the final low for the current 
cycle phase, — some 









































time during the first quarter 
BUSINESS ACTIVITY||] of next year. Industrial pro- 
-———= PER CAPITA BASIS ==——=j| | duction in May, in terms of 
om, WY. &. OEES the Federal Reserve Board 
Index, is estimated at around 
a0 si 174°, of the 1935-39 aver- 
age, and June and July will 
7 show further declines. The 
| 190) drop in the latter month may 
be exaggerated by plant 
- shutdowns for vacation pe- 
180 riods, a postwar feature 
7 which last year was mainly 
: YEAR responsible for a temporary 
aco six-point drop 4 the index in 

170 — the same month. 
3 Just what the July low will 
7 be is difficult to say in ad- 
vance; but whatever it is, 
- C2 one can rationally anticipate 
Two thereafter a moderate im- 


eat provement possibly lasting 
through September-October, 
aided by the prospect of a 
bulge in soft goods opera- 
tions but held within narrow 

bounds by a further decline 
in heavy goods industries. 
Some hold that the former 
influence may not be marked 
enough to prevent a con- 
tinued decline through the 
year. Much will depend on 
the force of the downswing 
in capital goods industries 
1939 and the timing of the ex- 
pected slackening in the 
auto industry. 

Currently, business activ- 
ity is importantly supported 
by peak operations in auto- 
mobiles and a heavy con- 
struction volume which virtu- 
ally matches last year’s rec- 
me | despite its slow start. In 
fall, construction will slacken 
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seasonally. Should additionally, auto production be cut back 
during the third rather than the fourth quarter, the expected 
temporary rebound in overall activity may well be washed out. 
However, the automobile market to-date remains strong and 
while it may ease somewhat in fall, output may well continue at 
relatively high levels for some time. The industry still anticipates 
a six-miilion car year, of which three million units (cars and 
trucks) have already been produced. In building, last year’s 
peak occurred in May, but this year’s will come later since 
building permits were rising in May. These two strong support- 
ing factors thus may continue in operation well into the third 
quarter, and therein is found the basis for the anticipated post- 
July rebound or temporary stabilization of overall production 
activity. 

In times like the present, of course, nothing can be taken for 
granted. We do not know to what extent soft goods can take 
up the slack created by receding capital goods activity. Nor 
do we know to what extent, possibly in early fall, general buy- 
ing to replenish inventories will stimulate business even though 
auto output may slacken. We do know that inventory liquida- 
tion is now proceeding at a fast pace, to the tune of $1.2 billion 
in April alone and probably at a faster rate since then. The 
faster it proceeds, the nearer will be the time for reordering. 
This need is evident today in the well deflated textile and 
apparel industries. 

Naturally, production and the general trend of business can 
be influenced by strikes which may occur in the months ahead. 
If prolonged, all bets will be off, for a series of serious strikes 
could push the production index down sharply. It would increase 
unemployment and reduce personal incomes, which in turn 
would adversely affect retail sales and make for renewed buy- 
ing caution on the part of business. Reordering to replenish 
inventories would be postponed, no doubt, wherever possible. 
All of which would reemphasize the downtrend—without any 
intermittent bulge. 

Retail Trade 

Meanwhile retail trade is holding up surprisingly well, every- 
thing considered. To-date the decline of dollar volume below 
last year’s has been limited to 4°% and since much of it is due 
to lower prices, physical volume has been maintained or even 
risen. Profit margins of course are smaller which mainly accounts 
for lower earnings. Department store economists predict that 
the downtrend will continue, with minor interruptions, for the 
balance of the year and that final volume will be about 7% 
under 1948 sales. This would be in line with the drop that 
occurred between 1920-21 and 1937-38. The main problem is 
still to find a reasonable balance in the price structure follow- 
ing postwar dislocations. On the whole, however, adjustment 
henceforth should be somewhat easier as lower raw materials, 
prices begin to percolate down to retail levels in greater degree. 
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The Business Analyst 





MONEY AND CRED!T—During the fortnight ended June 17, 
Common Stocks sank to another new low since 1945, with our 
Combined Average of 320 active issues showing a decline of 
10.9%, since the first of the year. Of our 46 group indexes, 27 
made new lows for various periods (as shown in the tabulation 
on the second page following), and none made a new high. 
Fourteen of the group indexes, however, mostly representing 
consumer goods lines, are still higher than at the start of the 
year. Issues of investment rating also succumbed to the wave 
of pessimistic liquidation; with the noteworthy exception of 
bank-eligible U. S. Government bonds, which rose to the high- 
est prices since 1947 on persistent buying by commercial banks 
to offset the continuing decline in bank loans. Yet earning 
assets of weekly reporting member banks were down $370 
million in the fortnight ended June 8, the first fortnightly decline 
in two months, despite purchases of U. S. Government securities 
to the amount of $197 million. Bank stocks were weaker than 
the market, sinking to the lowest level since February, 1948. 
Medium grade preferred stocks averaged the lowest since 
1943; high grade rail bonds lowest in six weeks; and foreign 
government dollar bonds lowest since April 9. Reports of a 
rich South African gold strike turns out to have been a hoax, 
which the police are investigating. Stocks slump in Paris and 
London, with traders blaming New York; yet the decline in both 
markets has been nearly twice as severe as here. Russian propa- 
gandists who have been wishing for a depression in the U. S., 
have indoctrinated Europe with the notion that all their busi- 
ness and financial troubles originate here; but historical rec- 
ords show that practically every world-wide depression of the 
past hundred years has started in Europe—usually in England. 
Due in no small measure to our generous postwar financial help 
to western Europe, the Treasury’s cash balance slumped in the 
past fortnight to the lowest level in eight years, necessitating 
a temporary overdraft. This signals the beginning of the deficit 
financing, which could run as high as $6 billion in fiscal 1950. 
With the aid of $25 million from the U. S. stabilization fund, 
Mexico has just devalued the peso to 11!/5 cents, in terms of 
the U.S. dollar. A year ago its exchange value was 20!/5 cents. 
A week ago it was 12!/, cents. 


TRADE—In the first quarter of their accounting year beginning 
February 1, 1949, 116 large department stores throughout the 
country suffered a 52% slump in net profits compared with 
the like period last year, despite a decline of only 3%, in sales. 
Favorable balance of foreign trade picked up here in April, 
and in England there was some mild improvement during May. 


INDUSTRY—Business activity, now 4.3%, below last year, will 
probably go lower; since new orders in April declined at an 
accelerated pace. Automobile production last week, however, 
was the largest since 1937, and personal incomes in April were 
still above last year. Cash dividend payments in April were 
only 3% above last year, compared with an 8% increase for 
three months. Unemployment at new post-war high. 


COMMODITIES—Grains rally sharply on announcement that 
the Government will extend non-recourse loans to crops piled 
on the ground; but prices for meat animals, hides, copper and 
zinc were weak in the fortnight ended June 18. Our index of 
taw material spot prices sank to the lowest level in over two 
years. 
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Though overall business is still shrinking, among individual 
companies and industries the Recession is by no means uni- 
form either in velocity or direction. At one extreme stands the 
automobile industry where production last week was the largest 
since 1937. At the opposite extreme are textiles which, after the 
worst slump in years, show feeble signs of beginning to pick up 
again; though even here at least one producer is still operating 
on a three-shift, seven-days schedule. In between are a few 
industries, such as the air lines, which have come through their 
post-war adjustments and expect to do more business this year 
than in 1948. 


* * & 

But though bright spots are still discernible in the business 
picture, the general tenor of industrial news since our last issue 
affords little encouragement for hoping that the process of post- 
war adjustment may be nearly over. A pick-up in New Orders 
for durable goods must precede any permanent improvement 
in the general business outlook. April, the latest ahem for which 
data are available, showed an acceleration in the rate of 


decline. 
* * * 


Due in part to lower prices, Department Store Sales 
sagged during the fortnight ended June 11 to a level 6!/°%, 
below last year, compared with a cumulative decline of only 
4%, for the year to date. 


* »* * 
(Please turn to the following page) 
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Latest Previous re- 
si i = a 4 pve —_ PRESENT POSITION AND OUTLOOK 
ate on on go arbor 
MILITARY EXPENDITURES—$b (e) May 1.18 1.28 1.04 1.55 (Continued from page 345) 
Cumulative from mid-1940 May 382.0 380.8 368.1 13.8 
Business Activity, after two weeks of 
FEDERAL GROSS DEBT—$b June 15 251.7 251.6 251.4 55.2 feeble recovery, <n receded fractionally 
during the fortnight ended June 11 to a 
MONEY SUPPLY—$b ° nae 
Demand Deposits—94 Centers. June 8 46.3 46.4 47.0 26.1 penis below last A ae wid _ —_. 
Currency in Circulation.__________ |_ June 15 27.4 27.5 27.8 10.7 |: g ihe components oF our business 
index, Electric Power Output still holds 
BANK DEBITS—13-Week Avge. above last year. 
New York City—$b__-_-_-— «| «June 8 8.56 8.43 8.60 4.26 * * * 
93 Other Centers—$b_._. Peet a a June 8 12.11 12.13 12.19 7.60 
Steel ingot production, on an actual ton- 
NCOMES—$b (cd3 Apr. 216 217 211 102 . 
saa = $ — oi “i a a a nage — has fallen to Te — 
Proprietors’ Incomes pewees [oe 48 49 51 23 re ast oe ae eur oa a 
satisnene wad Diedanids Apr. I8 I8 17 UE ins + apie: ie . oo . ‘k renwal 
ae etait yore Eee lee 
ae es - si - nd na steeper if steel buyers were not hesitant to 
CIVILIAN EMPLOYMENT—m (cb) May 58.7 57.8 587 51.8 | runthe risk of being caught short in the event 
Agricultural Employment (cb) May 9.0 7.8 7.9 8.8 of a prolonged steel strike this summer. 
Employees, Manufacturing (Ib). | Apr. 15.3 15.3 16.0 13.8 * * . 
Employees, Government (Ib) | Apr. 5.8 5.8 5.6 4.6 
UNEMPLOYMENT—m (cb) May 3.3 3.0 1.8 3.8 For the month of May, this publication's 
FACTORY EMPLOYMENT (1b4) Mar. 151 153 160 «147 — . ag pao —e his 
Durable Goods Mar. 175 178 188 175 bel /o 0 il ? d3 3° ami aan ; f 48 
Non-Durable Goods Mar. 132 133 138 123 O, ee * To th nit vi Ae! d 
FACTORY PAYROLLS (1b4) Mar. 350 358 358 198 ne par Cee Ney. He ies Foganere 
159.5% of the 1935-9 average for May, 
FACTORY HOURS & WAGES (1b) compared with 160.6 in April and 168.4 for 
Weekly Hours Apr. 38.3 39.0 40.1 40.3 | May of last year. 
Hourly Wage (cents) Apr. 137.4 137.5 129.2 78.1 
Weekly Wage ($) Apr. 52.62 53.63 51.79 32.79 - = = 
PRICES—Wholesale (1b2) June 14 154.8 156.1 165.5 92.5 | _ There is nothing in the general business 
Retail (cdlb} Apr. 189.2 189.4 190.8 116.2 | picture to suggest a panicky depression; but 
the business indexes are going to be de- 
COST OF LIVING (1b3) Apr. 169.7 169.5 169.3 110.2 pressed artificially by John L. Lewis during 
Food Apr. 202.8 201.6 = 207.9 113.1 | the next four weeks, and perhaps longer if 
Clothing Apr. 192.5 193.9 196.4 —:113.8 | Strikes are called. His minions were called 
Rent Apr. 120.3 120.1 116.3 107.8 | out in a “stabilizing” gesture for the week 
lala teams ended June 18. Then their 10-days’ vaca- 
Retail Store Sales (cd) Apr. Ill 10.53 10.71 4.72._*| HOR nie rhe _— a4 _ ote 4is a 
Durable Goods Apr. 3.33 3.14 3.11 1.14 nahone! how “i oe FOGUCHON can 
Non-Durable Goods Apr. 7.78 7.39 7.60 3.58 Jah Hl pening -seoig sels es _ ad 
Dep't Store Sales (mrb)______ | Apr. 084 0.75 08! 04g | NY. en x sani Sr ee 
Retail Sales Credit, End Mo. (rb2)__ | Apr. 1% 081k eg. [EE EE eee Gepe Comoe 
and the earnings of coal carriers, and per- 
MANUFACTURERS’ haps slow operations at a few manufactur- 
New Orders (cd2)—Total_______ | Apr. 196 215 252 181 ing plants which might be caught with in- 
Durable Goods Apr. 209 243 292 221 adequate coal reserves. 
Non-Durable Goods Apr. 187 199 228 157 * . » 
Shipments (cd2)—Total = WeApr: 315 328 324 187 
Durable Goods —____________| Apr. 368 383 353 227 The Census Bureau reports that Unem- 
Non-Durable Goods Apr. 284 296 307 158 ployment rose contraseasonally in May 
BUSINESS INVENTORIES, End Mo. to a new post-war high of 3,289,000 — 
Total—$b (cd) ro 53.5 547 51.1 28.6 | 273,000 above April and 1,528,000 ahead 
Ni thiadiiade hn. 31.4 31.8 29.2 16.4 | of May, 1948. About two-thirds of the April 
Wholesalers’ ise. 8.1 8.4 78 4l to May increase was due to the circum- 
Retailers’ va 14.0 145 14.1 g.1 | Stance that high school and college stu- 
Dept. Store Stocks (mrb) Apr. 2.2 2.2 2.4 1.4 dents, hearing that openings will be fewer 
this summer, had put in their applications 
BUSINESS ACTIVITY—1—pc June II 158.3 158.8 168.5 141.8 |a month earlier than usual. According to 
(M. W. S.) —l—np June I! 182.0 182.5 190.2 1465 | Census sampling definitions, that puts them 
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Latest Previous Pre- 
Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor 

INDUSTRIAL PROD.—1—np (rb) Apr. 179 184 188 174 in the unemployed category, though still 
Mining Apr. 146 136 147 133 attending classes. For this reason the May 
Durable Goods Mfr,..._______ | Apr. 213 223 217 220 to June increase in unemployment wos 
Non-Durable Goods Mfr... | Apr. 161 168 177 151 a 

probably somewhat less than seasonal in 

CARLOADINGS—t—Total June Il 808 699 907 833 amount. 

Manufactures & Miscellaneous _ | June ll 339 302 388 379 x ‘- a 
Mdse. L. C. L June II 92 8| 105 156 
pcm ~~ = Ch = bs Of more serious import was the April to 
ELEC. POWER Output (Kw.H.)m June II 5,300 5,018 5,132 3,267 May drop of 303,000 in the number of 
' . 

SOFT COAL, Prod. (st) m June UI 130. 100 133 108 | People actually At Work in non-farm pur- 
Cumulative from Jon. |_______ _ | June tt 241 228 = 258 =—«446 suits, bringing the total down to 48,036,000 
Stocks, End Mo Peng 65.2 60.5 24.4 61.8 | 1,003,000 below last year. As average 

weekly working hours were shortened to 

PETROLEUM— (bbis.) m 41.66, from 41.9 a year earlier, the number 
a Daily vm | Sumer boa ag 5.5 4.1 | of man-hours per week declined to approxi- 

asoline Stocks June II 117 119 106 86 ly 2 billi hich 7.65°/. bel 
Fuel Oil Stocks panel pA 64 67 ‘4 mately illion, which was 2.65% below 
Heating Oil Stocks June II 60 59 42 55 last year. 

LUMBER, Prod. (bd. ft.) m June II 708 613 632 632 ? . . 

Stocks, End Mo. (bd. ft.) b..__ — | Apr. 7.5 7.3 5.5 12.6 April employment at Woolen and 

STEEL INGOT PROD. (st.) m May 7.68 7.78 7.58 6.96 | worsted mills was 35°, below last year, and 
Cumulative from Jan. ees Se May 39.5 31.8 35.8 74.7 the smallest in ten years; but the worst is 

ENGINEERING CONSTRUCTION probaby over in this industry. 
AWARDS—$m (en) June 16 151 226 127 94 
Cumulative from Jan. 1... | June 16 3,564 3,413 3,046 5,692 * ™ * 

yp tome wrong ere lates i sale de i It is at least of some comfort to note that, 

aperboara, ew raers {$s lacs une e e 

Wood Pulp Stocks, End Mo. (st)t.... | Apr. 152 140 97 98 despite receding employment, Personal 

Gj J Incomes in April, before taxes, were still 
igarettes, Domestic Sales—b | Apr. 27.3 31.4 31.6 17.1 b i/.0 b 

Natural Rubber Consumption (lIt)t Apr. 47.6 53.1 50.6 54.3 about 2!/, /o above last year, on an aver- 
Do. ovnitene® 22 oo Pee: 36.6 38.7 34.6 0.5 age. Excluding farming, the increase was 

Motor Vehicles, Factory Sales—t.. Apr. 543 518 438 352 4.4%. 








cb—Census 


b—Billions. 


Bureau. 


cd—Commerce 
seasonally adjusted monthly totals at annual rate, before taxes. 
Data. e—Estimated. en—Engineering News-Record. I—Seasonally adjusted Index (1935-9—100). 
(1926—100). Ib3—Labor Bureau (1935-9—I100). Ib4—Labor Bureau, (1939—100). 
and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. pe— 
Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. st—Short Tons. t—Thousands. 


Dept 


. ¢cd2—Commerce Dept. 
cd! b—Commerce Dept. 


(Avge. Month 


lt—Long Tons. 


1939—100). cd3—Commerce Dept., 
(1935-9—100), using Labor Bureau and other 
Ib—-Labor Bureau. !b2—Labor Bureau 
m—Millions. mpt—At Mills, Publishers, 
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No. of 1949 Indexes (Nov. 14, 1936, Cl—100) High Low June 10 June 17 
Issues !1925 Close—I100) High Low June 10 June 17 100 HIGH PRICED STOCKS... 80.68 70.82 70.88 70.82e 
320 COMBINED AVERAGE 127.6 108.0 108.5 108.0d 100 LOW PRICED STOCKS... 146.36 119.71 120.74 119.71d 
4 Agricultural Implements .__._ 200.0 162.1 162.1b 162.7 6 Investment Trusts —.__ w= 603 53.9 55.7 55.1 
10 Aircraft (1927 Cl—1!00)..._ 178.3 138.2 143.2 138.24 3 Liquor (1927 Cl—i00) _.. 688.2 602.9 602.9b 613.7 
6 Air Lines (1934 Cl—100)_ 435.6 366.1 366.8 373.9 10 Machinery eae 136.9 115.9 116.8 115.9e 
6 Amusement 092.0 75.8 81.6 80.6 3 Mail Order __ 104.9 87.1 87.2 87.1b 
12 Automobile Accessories 188.9 145.2 148.9 145.2e 3 Meat Packing 79.9 63.5 63.5e 63.6 
12 Automobiles 29.7 21.3 21.3e 21.4 12 Metals, Miscellaneous 158.1 122.0 122.0e 124.3 
3 Baking (1926 Cl.—100)_._.. 19.5 18.1 18.7 18.la 4 Paper 37.3 27.9 28.5 27.9d 
3 Business Machines _.......... 237.4 209.0 209.0e 211.1 29 Petroleum 245.7 207.1 207.3 207.1a 
2 Bus Lines (1926 Cl—100). 133.5 118.3 129.9 125.2 21 Public Utilities =i 102.4 110.8 105.1 
S Ghemicdis: 2. 2552 Vd 1S 212.7d 213.2 6 Radio (1927 Cl—!00)_.._-—- 26.7 14.2 14.2F 14.3 
3: Goal Mining: 19.2 11.2 11.7 11.2e 9 Railroad Equipment - — 50.0 36.5 36.5f 36.7 
4 Communication 39.4 31.8 32.2 31.8g 24 Railroads 23.4 17.5 17.6 17.5b 
13 Construction __ a. 585 47.6 47.8 47.6d 3 Realty 23.9 21.4 21.44 21.8 
f] 7 Containers _...._ Ss ts«é284. I 240.7 248.6 240.7e 3 Shipbuilding __._ 144.4 120.0 124.9 120.0a 
Ke 9 Copper & Brass. 95.8 67.4 68.8 67.4e 3 Soft Drinks ssinibeais SOE 298.2 324.4 322.9 
| 2 Dairy Products pe ee 3 53.3 57.2 56.8 14 Steel & Iron 106.2 77.0 78.0 77.0e 
5 Department Stores ss 54.9 49.2 49.5 49.3 3 Sugar 48.5 39.8 39.8f 39.9 
6 Drugs & Toilet Articles. _ 154.3 141.6 143.3 148.1 2 Sulphur 273.5 233.8 252.2 247.4 
2 Finance Companies 278.4 246.1 261.5 262.0 5 Textiles 132.5 100.9 101.9 106.8 
7 Food Brands Boece! PEA 146.0 146.4 146.0 3 Tires & Rubber 31.6 26.6 26.be 26.8 
i 2 Food Stores 75.0 58.5 71.8 71.6 6 Tobacco 73.5 67.1 69.8 69.7 
‘| 3 Furniture 70.7 54.7 54.9 54.7f 2 Variety Stores ss. 308.3 329.2 321.2 
‘ 3 Gold Mining ies OER 566.3 662.6 645.6 -17 Unclassified (1948 Cl—100) 105.3 93.2 95.0 93.2a 
i New LOW since: a—1948; b—1947; d—1945; e—1944; f—1943; g—1942. 
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Trend of Commodities 











Grains rose briskly in the fortnight ended June 20 upon 
announcement that the Government would extend non-recourse 
loans at 75°, of the support price on wheat piled in the fields 
or stored in temporary shelters. Also stimulating were Adminis- 
tration efforts to push high-support-price legislation through 
Congress. Cotton was lifted by foreign buying financed by 
E. C. A. funds. Egypt fears that the new long-fibre strain devel- 
oping here may spoil her market, Domestic cotton consumption 
for May sank to 580,000 bales —26°% under last year and 
smallest for any month in years. Our 1949 crops of cotton, 
tobacco and peanuts will be supported at 90%, of parity; but 
to be eligible, tobacco and peanut growers must abide by 
acreage allotments and marketing quotas. Acreage allotments 
for wheat will go into effect next year; but marketing quotas, 
which are not popular, may be deferred until after the 1950 


| spec 





elecions. Pork, lamb, copper and zinc prices declined since oy 
last issue. The M. W. S. index of raw material spot prices san (( 
to the lowest level in over two years. The Agriculture Depart, 
ment predicts a 1949 wheat crop of 1,336,976,000 bushel) 
only 30,000,000 million short of the 1947 all-time high; y 
wheat flour production in April fell to around 17 million sac 

—23% below last year, and the smallest April figure sinc {for a ¢ 
1942, when 15 million were produced. The price-proppers az “2 h 
considering a plan to pay farmers in kind, from CCC holding W ith 
of last year's crop, for wheat spoiled on the ground. Thus fa! truck. 
the idea is only in the nightmare stage; but it has the advan Year ™ 
tage of painlessly clearing Government warehouses of surplug {2VOV? 
stocks. ‘Why worry about waste?” reason the bureaucrats, “i damer 
isn’t our money, and there are billions more where the othes lean e& 


came from.” "held tl 
*toar 
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USLB 1926-100 


1930 1935 1940 





U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2 Wk. | Mo. 3 Mo. 6Mo. | Yr. Dec. 6 
June20 Ago Ago Ago Ago Ago 1941 


28 Basic Commodities _. 231.0 235.0 244.6 262.5 296.7 330.6 156.9 
11 Imported Commodities... 236.2 237.3 251.4 250.8 269.5 286.1 157.3 
17 Domestic Commodities... 227.7 233.6 240.2 270.4 315.7 363.0 156.6 


WHOLESALE COMMODITY PRICES 
20 


100 
1945 1946 1947 1948 1949 “YT 
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14 Raw Materials, 1923-25 Average equals 100 
Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 
1949 1948 1947 1945 1941 1939 1938 1937 


High 161.5 162.2 164.0 95.8 85.7 783 65.8 93.8 
Low .__...... 135.9 149.2 1264 93.6 743 616 575 64.7 
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Average 1924-26 equals 100 
1949 1948 1947 1945 1941 1939 1938 193) not h: 


High .......... 139.28 168.63 175.65 106.41 84.60 64.67 54.95 82.44 price 
LOW nnn 122.45 139.83 117.14 93.90 55.45 46.59 45.03 52.05 At] 
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|Special Study of Low-Priced 


Stocks 
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sand has a snug capitalization with 


no funded debt or preferred stock. 
But heavy competition that made 
for a drab earnings record in pre- 


war has again become a factor. 
With no near improvement in 


hus fof truck demand in sight, the current 


adva 
surpl 


' year is likely to continue to be un- 


favorable. In appraising these fun- 


ats, damentals, it is wise to recall that 


othe 


lean earnings in the 1937-43 period 


' held the price range for the shares 
“to a range of high—614, low—2, 





Dec.t 
194) 


163: 
169.1 
148.7 


=a fe = 








1937 
82.44 
52.03) 





or an average close to the present 
quotation of 4. The shares have 


| only minor appeal. 


Though Firth Carpet Company 
earned an all-time record of $3.91 


' per share in 1948, this probably 


was a peak for some time to come. 
Reflecting the prospect of lower 


_ sales and earnings, the price of the 


stock has reached a low of around 
11, bottom since their listing in 


1946. In that vear they sold as high 


as 28% and above 20 in the two 
following years. Allowing for 
somewhat lower sales as 1949 pro- 


' gresses, due to a probable lessen- 


ing in demand for floor coverings 
and moderately lower prices, it is 
possible that the present price has 
adequately discounted the prospect 
of reduced earnings. The company 
operated at full capacity during 
the first four months of 1949, with 
some divisions on a 7-day work 
week. Net per share in the first 
quarter was 77 cents, with the best 
season yet to come. The conserva- 
tive management of this 60 year 
old concern, however, reduced the 
June dividend to 35 cents from the 
former level of 40 cents, express- 
ing a desire to conserve cash until 
economic uncertainties became 


' clarified. Moderate as this reduc- 
' tion was, it probably did not help 
_ the shares pricewise. 


Firth Carpet Company has a 


' strong trade position that should 
' sustain volume indefinitely well 


above prewar, especially consider- 


' ing the prospect of prolonged con- 
» struction 


activities in coming 
years. Except in acutely depressed 


_ years, Firth Carpet has always op- 


erated profitably, though with av- 
erage earnings a good deal lower 
than in postwar. Assuming that 
dividends in the next few years 
were cut in half, though this may 
not happen, the shares at current 
price would still yield around 7%. 
At 11, accordingly, they seem mod- 
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erately priced and hold consider- 
able speculative appeal. 

Since many shares of good qual- 
ity have declined in sympathy with 
the general stock market, it is 
hardly surprising to note a recent 
quotation around 19 for a sound 
issue like Sylvania Electric Prod- 
ucts, Inc. While this is in sharp 
contrast to a 1946 high of 41 and 
about 25°o below the 1948 peak of 
26, the shares sold as low as 1712 
last year and not far from the 
present level in each of the previ- 
ous two years at their lows. This 
prominent manufacturer of incan- 
descent light bulbs, television 
tubes, radios and fluorescent equip- 
ment has established an outstand- 
ing record for growth and stable 
earnings over a long period of 
years. An unbroken dividend rec- 
ord since 1929 stimulates confi- 
dence in its operations. The com- 
pany’s prospects for many months 
past have been enhanced by dy- 
namic progress in the television 
field, with a production of 500,000 
video tubes last year and further 
expansion indicated in 1949. By 
fall, the company plans to arrive at 
large scale production of television 
sets. 

Net earnings in the first quarter 
were reported as 74 cents per 
share, with little to suggest that a 
downtrend may have to be ex- 
pected. Last August Sylvania 
Electric made a public offering of 
200,000 shares of new common 
through underwriters at $21.50 
per share, thus the price since then 
has experienced only a moderate 
decline. Altogether, a price-earn- 
ings ratio of 6.7 and a yield of 
7.4¢, the latter with rather strong 
indications of stability, make the 
current price of 19 appear rather 
inviting, considering the quality of 
the issue. The volatile price char- 
acteristics of the shares attach 
additional speculative interest. 


Virginia-Carolina Chemical 


Virginia-Carolina Chemical Cor- 
poration shares have been a specu- 
lative football for decades past, 
with no dividends paid and earn- 
ings so spotty that as of April 1, 
1949, arrears on the 6% partici- 
pating preferred amounted to 
$77.50 per share. Record farm in- 
come in the last two years, though, 
has enabled the company to expand 
volume to a point where net earn- 
ings for the first time have really 
been substantial, with $4.90 per 
share reported in 1947 and $6.29 
in 1948. Net of $3.69 per share for 


nine months ended March 31, 1949 
compare with $4.57 in the same 
1948 period, indicating that the 
fiscal year to end June 30 may be 
less prosperous than a year earlier, 
though satisfactory by ordinary 
standards. 

Speculative interest in the com- 
mon shares has been heightened 
through approval by a majority of 
stockholders of a reorganization 
plan that would clear up all arrears 
on the preferred but this has not 
deterred the price from declining 
to 5 from last year’s high of 14%. 
The reorganization plan has not 
yet been declared operative due to 
an alleged refusal of Allied Chem- 
ical & Dye Corporation, holding 
about 20° of the common, to as- 
sent. Completion, though, may be- 
come effective in a few months, 
depending upon how much money 
will be needed to pay off dissenters. 
Under the proposed plan, present 
holders of 6c preferred stock 
would receive two shares of new 
first preferred carrying a $3 divi- 
dend rate, one share of second pre- 
ferred paying $2 annually and 
$1.50 in cash. Clearance of arrears 
would pave the way for common 
dividends but it will be seen that 
preferred dividends will require 
$8 annually in contrast to $6 a 
share presently. Whether the com- 
pany can stabilize earnings any- 
where near current levels remains 
to be seen. Considering the prewar 
record, much uncertainty is pre- 
sented on this point, though in 
good periods the common may re- 
ceive some conservative dividends 
if the reorganization plan is con- 
summated. A low price for these 
shares is nothing new, for the 
range in the 1938-44 period was 
high—63,, low—75 cents. This 
record speaks for itself. 


Worthington Pump 


Though 1949 promises to be the 
third consecutive year in which 
earnings of Worthington Pump & 
Machinery Corporation have ex- 
ceeded $5 per share, this encour- 
aging fact has not prevented the 
shares from declining to 12, a low 
mark since 1945. Only last year 
they were quoted as high as 255. 
At their present price, the shares 
are obtainable for the equivalent 
of 2.3 year’s net earnings at last 
year’s rate and provide an income 
of 10.4°. As a producer of heavy 
machinery and pumps, Worthing- 
ton enjoys a world-wide reputa- 
tion and under conditions prevail- 
ing both during the war and to 
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date, it has prospered well, mean- 
while improving and expanding its 
facilities on a large scale. By last 
fall, though, incoming orders be- 
gan to slacken and backlogs were 
about $10 million lower at the end 
of 1948 than at the beginning of 
the year. Notwithstanding this de- 
cline, unfilled orders of $60 million 
assured eight months of capacity 
operations in 1949 without allow- 
ing for new business booked in the 
current year. 

Lower materials costs and im- 
proved efficiency in the first quar- 
ter lifted earnings to $1.42 per 
share compared with $1.34 a year 
earlier, but dividends have been 
conservatively held to 25 cents per 
share quarterly. Because the busi- 
ness is very sensitive to cyclical 
influences, investors are appar- 
ently wary lest near term changes 
may bring a return of a period 
similar to that for a number of 
years prior to 1943 when no divi- 
dends were paid on the common 
stock. By and large, however, the 
current price of 12 appears to have 
amply discounted foreseeable con- 
ditions and earnings for some time 
should continue well above prewar. 





Investment Audit of 
Reynolds Tobacco 





(Continued from page 335) 


wipe out the privileges in ten 
years, with corresponding bene- 
fits to net earnings available for 
the common shares. Additionally, 
stockholders will be asked to in- 
crease the authorized amount of 
Class B stock from 13 million 
shares to 15 million, although as 
yet no plan has been determined 
for its actual issue. Offhand, how- 
ever, it would seem that the direc- 
tors envisioned a future offering 
of common stock that might bring 
some subscription rights of value 
to shareholders if capital require- 
ments should become pressing. 
The motivation for these steps 
thus indicate sound and liberal 
polices that have always been 
characteristic of the Reynolds 
Company. 

On a second table we show 
some statistics covering opera- 
tions over a ten-year period. 
Study of these figures reveals 
significant changes in volume, 
margins, net income and divi- 
dends in the course of a decade. 
To begin with, a gain of 150% 
in volume in ten years was not 
matched by a commensurate gain 
in operating income, mainly for 


350 


reasons we have previously ex- 
piained. Operating margins aver- 
aging about 25% in the 1939 
period narrowed rapidly in war 
years under Federal controls, but 
more recently have moderately 
improved to around 17.8%. The 
exact percentage for 1948 is not 
available, for the annual report 
does not reveal large excise taxes 
that should be deducted from net 
sales of $715.8 million. Relief 
from excess profits taxes after 
1946, combined with the termina- 
tion of price controls, has helped 
to advance net earnings despite 
rising costs of materials, wages 
and transportation. While the in- 
crease in net during the postwar 
boom was far less marked than 
in the case of most industrial 
concerns, the relative stability of 
R. J. Reynolds’ profits over the 
entire interval is what counts 
more heavily in the picture. Net 
per share of $3.26 in 1948 con- 
trasts with an average of $2.37 
for the decade; under normal 
conditions uninterrupted by war, 
the ten-year average undoubtedly 
would have established an even 
narrower spread. 

1949 marks almost half a cen- 
tury of an unbroken dividend 
record by R. J. Reynolds Tobac- 
co Company. Dividend policies of 
the directors have been unusually 
liberal, as shown by average dis- 
tribution of 80% of net earnings 
in the last ten years. It is inter- 
esting to note that in the 1939-42 
period shareholders received an 
average of close to 90% of net 
compared with only 64% in the 
last two years. This suggests 
room for potential improvement 
in due course, for the company’s 
facilities have been completely 
modernized and no immediate ex- 
pansion is envisaged. It is possi- 
ble, of course, that heavy borrow- 
ings may influence dividend de- 
cisions, but the financial position 
is so sound from every angle as 
to minimize the debt factor. The 
longer term debt should be eas- 
ily liquidated out of earnings, and 
short term bank loans seasonally 
incurred are sharply reduced 
towards the end of each year. 


Market Action 


The market behavior of Rey- 
nolds Class B shares has been re- 
markably free from excessive vol- 
atility in the last decade, though 
in common with all quality issues 
they have not been immune from 
transient influences. The ten-year 
average range of high—46%, low 


—20 might seem to refute this as- 


sumption, but these extremes/ 
were very exceptional, one ac- 

counted for by general specula- | 
tive enthusiasm in 1946 and the| 
other by reduced dividends in| 
1943. The maximum annual price | 
spread in the last two years has 

been about 8 points, and a recent | 
price of 36 compares with the| 
1949 range of high—4114, low—_| 
33%7,. Considering current de-/ 
pressed market conditions in the 
general list, it seems evident that 


confidence in Reynolds B shares 
has remained rather strong. 
Yielding 514%, these quality! 


shares carry considerable invest- 
ment appeal and while their spec- | 
ulative characteristics are some- | 
what limited, their appreciation 
potentials in more normal times 
are reasonably attractive. 





Britain’s Problems at Home 
and Abroad 





(Continued from page 329) 


sible to restore the nation’s econ- 
omy and retrieve its economic de- 
pendence from the United States. 
It will be a difficult task, for the 
belief is growing that while many 
of Britain’s postwar problems are 
fundamentally war-made, thus 
not created by the Labor Party, 
the latter’s policies, muddling 
and insistence on rapid introduc- 
tion of socialistic principles have 
aggravated them immensely and 
perhaps irretrievably, unneces- 
sarily multiplying the difficulties 
that were naturally to be ex- 
pected in the wake of a costly and | 
exhausting war. 

As between the Conservatives 
and Laborites, the issue is one of 
freedom of enterprise and the 
socialist concept of planning for 
the general welfare. Up till now, | 
seemingly, the British people as! 





a whole have been rather indif- | 


ferent to a change which has cut | 
deeply into a national tradition of 
individual initiative. The eco-— 
nomic crisis now in the making 
will put their belief in socialism 
to a new test. In four years, | 
Labor has not succeeded in lead- | 
ing the country out of the eco- 
nomic slough despite generous | 
American assistance. It has had 
its chance, and because it placed 
socialist planning before eco- 
nomic realities, it has failed. One | 
of Labor’s slogans reiterates its 
belief in Britain. It remains to be | 


seen, whether Britain continues | 
to believe in Labor. ; 
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The Labor Government knows 
that a serious test looms ahead 


prospects. To them, a slump in 
this country means _ inevitably 
greater resistance to British ex- 
ports and ultimately more tena- 
cious American competition in 
world markets. And they realize 
as well, as we do, that a drop in 
exports — even if it becomes no 
sharper than it was in April — 
will be all it needs to force failure 
of the Marshall Plan. Even with 
exports soaring, Britain was un- 
able to make up her dollar deficit 
in trade. The current trend 
widens the gap and leaves little 
hope that it can be closed by 
1952 when the Marshall Plan is 
expected to expire. 

This poses the critical question 
whether the modest recovery 
which has been achieved in West- 
ern Europe is to be sustained, and 
is not to break down in a depres- 
sion. The focal point of the 
danger is undoubtedly Britain 
and the Sterling area, and the 
adverse impacts upon them aris- 
ing from our own recession and 
global deflationary forces. 





Confused Prospects for the 
Aircrafts 
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hubbub — can successfully cope 
with any fighter thus far developed 
at altitudes above 40,000 feet. Re- 
lying on such immunity from as- 
sault, the Air Force presumably is 
placing greater emphasis on bomb- 
ers than on fighters, especially in 
view of the prospect for long-range 
requirements in event of hostili- 
ties. Recent tests demonstrating 
the practicability of refueling 
bombers in flight also have 
strengthened the claim of this type 
of plane for use in long-range 
bombing missions. Coincidentally, 
these developments have militated 
against the utility of fighter es- 
corts whose effectiveness at high 
altitudes has been subject to criti- 
cism. 

Under the circumstances, it 
seems logical to suppose that lead- 
ing bomber manufacturers like 
Boeing and Consolidated Vultee 
may receive the largest contracts 
for the 1949-1950 program, while 
Lockheed, North American Avia- 
tion and McDonnell may capture 
the bulk of orders for fighters. 
Douglas, Fairchild Engine & Air- 
plane and possibly Consolidated 
may receive principal considera- 
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tion in the award of transport 
planes. 

Despite clamor for economy in 
Government spending, the outlook 
is comparatively promising for 
new business. Congress appears 
determined to proceed with expan- 
sion of the Air Force in line with 
recommendations for a 70-group 
setup. Under legislation favored 
by the House, funds would be ap- 
propriated approximating $2.2 bil- 
lion for Air Force procurement in 
the year ending June, 1950. This 
would call for purchase of about 
2,500 airplanes having an air- 
frame weight of almost 42 million 
pounds, an increase for the year 
of almost 30%. Funds available 
for Navy aircraft may be reduced 
about 9 per cent to about $690 
million, which would provide for 
slightly more than 800 planes in 
the coming year as compared with 
more than 1,200 this year. The ob- 
jective of Congress apparently is 
to work toward the 70-group 
strength in the face of White 
House recommendations of limit- 
ing the Air Force to 48 combat 
units. 

Of total appropriations perhaps 
exceeding $2 billion expected to be 
approved by Congress, the Air 
Force is counting on obtaining be- 
tween $1.5 and $1.9 billion, of 
which between 40 and 50 per cent 
is expected to be concentrated on 
bombers. Perhaps as much as 30 
per cent of the funds may be chan- 
neled to the fighter group and from 
10 to 15 per cent may be spent on 
transports. The remainder of $200 
million or more may be devoted to 
guided missiles, electronics and 
other secret weapons. 

According to recent press dis- 
patches, awards for the ensuing 
year may include an additional 80 
bombers for Consolidated Vultee 
notwithstanding agitation in 
Washington for an investigation 
of enlargement of the B-36 pro- 
gram after appointment of Secre- 
tary of Defense Louis Johnson, 
former Consolidated Vultee direc- 
tor and legal consultant. Boeing is 
expected to be asked to build about 
one hundred additional B-47 jet 
bombers. These two companies 
seem destined to receive the bulk of 
appropriations for military craft 
in the coming year. 

Appropriations of around $600 
million for jet fighters may be di- 
vided among Lockheed, which is 
turning out the F-90 now ; McDon- 
nell, which has been producing 
fighters for both the Air Force and 
Navy; and North American Avia- 
tion, producer of the F-93. The last 
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The Board of Directors 
has declared a regular 
quarterly dividend of fifty 
cents (50¢) per share on the 
Common Stock, payable 
August 15, 1949, to stock- 
holders of record at the 
close of business July 29, 
1949, 


EDWARD BARTSCH 
President 
June 21, 1949 











PACIFIC GAS AND ELECTRIC CO, 


DIVIDEND NOTICE 
Common Stock Dividend No. 134 


The Board of Directors on June 15, 
1949 declared a cash dividend for the 
second quarter of the year of 50 cents 
per share upon the Company's Com- 
mon Capital Stock. This dividend will 
be paid by check on July 15, 1949, to 
common stockholders of record at the 
close of business on June 30, 1949. 
The Transfer Books will not be closed. 


E. J. Becxzrr, Treasurer 


San Francisco, California 











QAcCcF£ 
AMERICAN CAR AND FOUNDRY 
COMPANY 
30 CHURCH STREET 
New York 8, N. Y. 

There has been declared a dividend of one 
and three-quarters per cent (134%) on the 
preferred stock of this Company outstanding, 
payable July 6, 1949, to the h ‘iders of 
record of said stock at the close of business 
June 28, 1949. 
Transfer books will not be closed. Checks will 
be mailed by Guararty Trust Company of 
New York. 
Howarp C. WICK, Secretary 
_ June 16, 1949 





named company is understood to 
have developed a more proficient 
F-86 fighter capable of superior 
performance in bomber intercep- 
tion maneuvers. Republic Aviation 
also has improved its F-84 jet 
fighter and presumably would be 
in line for orders. In general, 
manufacturers of fighters seem 
likely to find business a little less 
satisfactory in the coming year. 
Expenditures on _ transport 
planes promise to be larger than 
previously contemplated because 
Berlin airlift operations have 
placed heavy strain on this type of 
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craft and have depleted reserve 
equipment. Indications point to 
division of orders among Douglas, 
Fairchild Engine, Boeing and pos- 
sibly Convair. The first named 
company is believed to be in line 
for a contract involving $120 mil- 
lion or more for about 60 huge 
C-124’s. Fairchild’s C-119 ‘Packet’ 
which performed effective service 
in Berlin as well as in distribution 
of supplies to blizzard victims in 
the West last winter is expected to 
come in for additional orders. 


Purchases of trainers and spe- 
cial type aircraft may be rather 
limited. Fairchild is thought to be 
in line for small orders for its T-31 
trainer, but business may be lim- 
ited for companies such as Beech, 
Curtiss-Wright and Bell Aircraft, 
a leading manufacturer of heli- 
copters. 


Commercial Plane Business 


Production of commercial planes 
is in a downtrend, as pointed out 
previously. Boeing is expected to 
complete the major part.of its 
backlog of stratocruisers this year 
and new business in sight is be- 
lieved to be limited. Altogether, 
shipments of commercial planes 
this year may run comfortably 
ahead of 1948, when sales approxi- 
mated $84 million. Northwest Air- 
lines is negotiating for funds with 
which tg finance purchase of sev- 
eral stratocruisers for its route to 
the Far East. Some of the smaller 
lines have placed orders for Doug- 
las Aircraft’s modernized DC-3. 
For the most part, however, major 
airlines are deferring commit- 
ments on new equipment. This de- 
velopment points to likelihood of 
reduced volume for Douglas, Lock- 
heed and Martin. 


Commercial orders have repre- 
sented a comparatively small pro- 
portion of the industry’s output, 
however, so that for all practical 
purposes curtailment in this divi- 
sion should have comparatively 
little effect on the overall total 
production. In fact, the increase in 
military orders may more than off- 
set contraction in commercial ship- 
ments in 1950. From the stand- 
point of individual companies, 
however, this shift is of major con- 
sequence since manufacturers for- 
merly concentrating on commer- 
cial planes are unlikely to replace 
this volume with Government 
orders. 


In line with increased shipments 
and lower costs achieved from vol- 
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ume production, some of the larger 
companies have been experiencing 
substantial improvement in earn- 
ings this year and appear headed 
for continued satisfactory results. 
Boeing, for example, lifted net 
profit in the first quarter to equiva- 
lent of 53 cents a share from little 
more than a breakeven point in 
corresponding period last year. 
Unfilled orders rose as of March 1 
to $359 million, which included 
about $85 million of commercial 
business. Comparison with last 
year will be strengthened by the 
fact that labor difficulties ham- 
pered operations a year ago. 


Reflecting increased efficiency 
and benefits of tax credits, Con- 
solidated Vultee reported net 
profit of 48 cents a share in the 
February quarter and presumably 
bettered this showing in second 
quarter. Earnings from B-36 de- 
velopment are expected to rise as 
the year progresses and, since 
losses on the Convair transport 
program were absorbed in previ- 
ous years, full year’s results are 
expected to prove the best in many 
years. Large deficits have been 
recorded in the last couple of 
years. 

Douglas Aircraft 


Douglas has fared well on com- 
mercial orders in recent years and, 
with a spurt in deliveries at the be- 
ginning of the year, net profit rose 
in first quarter to $3.34 a share. 
Even though this rate may not be 
maintained, results for the year 
are expected to compare favorably 
with $9.72 a share reported for 
fiscal year ended November 30, 
1948. On this basis, management’s 
decision to place its shares on a 
regular quarterly dividend basis 
contributed in some measure to the 
raising of investment standing. 


Grumman has depended largely 
on Navy orders for its fighter 
planes. Company is regarded as 
leader in engineering and operat- 
ing proficiency and is expected to 
receive its share of Navy business. 
Enlargement of deliveries is be- 
lieved likely this year and, with 
tooling costs slated to be reduced, 
net profit readily might exceed the 
$2.39 a share reported for 1948. 


Lockheed’s shipments are be- 
lieved to be tapering off as produc- 
tion schedules on commercial lines 
near completion. Tax credits that 
contributed to the favorable 1948 
showing of $5.80 a share are 
understood to have been fully util- 
ized. Hence, although military or- 


ders appear promising, indications? 








point to reduced volume of ship-) F 
ments and possibly to lower earn-) 
ings. ‘hepa 
Factors in Outlook (Cc 
) reven 
In view of the outlook for con-} year- 
tinued satisfactory military orders} dustr 
for the fiscal year just beginning’ desP! 
and the probability that Congress! prodt 
may pursue its objective of an en- stock 
larged Air Force, the future of air-| Gas, 
craft manufacturing might war-| er N 
rant a more optimistic appraisal if| ral G 
it were not for unhappy experi-| and | 
ences of investors in the recent! you ¢ 
past. As a matter of fact, holders stock 
of stocks in this group lack the Thes 
confidence exhibited by experi-| conce 
enced executives who recognize’ eSspec 
risks involved in dealings with only 
representatives of the Armed 
Services and officials in civil gov-| 
ernment. Whereas manufacturers 0 
feel that they may rely on fair’ —— 
treatment from Washington, the (C 
general public is prone to fear con- $1.50 
sequences of shifts in foreign te 
policy. eal 
Uncertainty over the outcome of| 99 ( 
prolonged diplomatic negotiations jeas¢ 
between Washington and Russia jth 
also weighs heavily as a psycho-| jow_ 
logical factor contributing to skep- WI 
ticism toward shares of airplane’ poen 
manufacturers. The possibility of py s¢ 
an unexpected settlement of differ-| ¢ont; 
ences is being taken into accountin| post) 
the comparatively modest ap-| 1946 
praisal of stocks in this group. It) man 
is recognized that anything ap- of m 
proaching an amicable under-  ppofi 
standing would bring concerted jndy 
demands for retrenchment inarm- _ pric¢ 
ament appropriations. the ¢ 
With the industry still over- milli 
capacitated for normal military Com 
requirements, there is always a_ high 
threat of further deflationinevent net. 
of genuine relaxation of tension com] 
abroad. Hence it is not surprising with 
to hear frequent hints of consoli- nary 
dations involving leading manu- lion 
facturers. That greater progress _ tiall 
in this direction has not developed visio 
may be traced to the fact thatsome into 
of the principal concerns still are lion 
controlled by individuals who Mar 
founded them and who quite nat- the 
urally are reluctant to relinquish ings 
control. Most companies gained This 
exceptional financial strength dur- _glas; 
ing the war and have not yet felt cour 
the economic pressure necessary dust 
to compel mergers. Developments or a 
leading to economies in military quar 
appropriations more than likely bloc 
would revive talks of retrench- item 
ment in aircraft manufacturing § maj 
and subsequent consolidations. last 
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For Profit and Income 





(Continued from page 341) 


revenue ran about 7% above 
year-ago levels, with ania to in- 
dustrial users up about 159 Joy 
despite the general downtrend in 
production. Some of the_ best 
stocks in this group are United 
Gas, E] Paso Natural Gas, North- 
ern Natural Gas, Oklahoma Natu- 
ral Gas, Panhandle Eastern Pipe 
and Pacific Lighting. Of course, 
you do not have to reach for any 
stock in the present market. 
These are sound issues to buy at 
concessions, with United Gas 


only moderately lower. 





Outlook for Containers 





(Continued from page 339) 


$1.50 per share, and the company, 
like American Can, has paid divi- 
dends regularly since 1923. At 
32, Continental Can shares seem 
reasonably priced; this compares 
with 1948-49 range of high—40, 
low—2914. 

While exceptional stability has 
been characteristic of earnings 
by several manufacturers of glass 
containers for decades past, their 
postwar peak was reached in 
1946. In 1947 a decline in de- 
mand, together with rising costs 
of materials and wages, narrowed 
profit margins, but since then the 
industry has established higher 
prices and seems to have turned 
the corner again. Sales of $224 
million by Owens-Illinois "Glass 
Company in 1948 were second 
highest in its long history, though 
net earnings of $3.38 per share 
compared rather -unfavorably 
with $4.60 for 1947. Extraordi- 
nary outlays in excess of $5 mil- 
lion for research last year, par- 
tially due to development of tele- 
vision tubes by a subsidiary, cut 
into profits. Volume of $217 mil- 
lion for twelve months ended 
March 31 was about 5% below 
the same 1948 period but earn- 
ings rose to $3.91 versus $3.19. 
This dominant manufacturer of 
glass containers normally ac- 
counts for about 40% of total in- 
dustry volume, with subsidiaries 
or affiliates also producing large 
quantities of glass _ building 
blocks, metal closures, plastic 
items and glass stemware. A 
major expansion program in the 
last two years has involved out- 
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lays of almost $40 million, attest- 
ing to unusual confidence by man- 
agement in the company’s long 
term outlook. 


Liberal Dividends 


Dividend policies of Owens- 
Illinois Glass have been very 
liberal, and creation of $40 mil- 
lion funded debt at low rates has 
eased the company’s capital 
needs. The 75 cents quarterly 
dividend will probably be contin- 
ued in view of the current up- 
trend in earnings. The shares at 
54 establish a price-earnings ratio 
of 16, attesting to a high regard 
among investors based on an un- 
interrupted dividend record since 
1907 and the company’s growth 
potentials. 

Hazel-Atlas Glass Company, 
second largest producer of glass 
containers, seems to have com- 
pleted its readjustments to more 
normal conditions. Net earnings 
for 12 months ended March 31 
were reported as $1.78 per share 
compared with $1.30 for the like 
preceding period. Two price in- 
creases last year more than com- 
pensated for higher materials 
labor and freight costs. Success- 

ful operations over about half a 
century have strongly entrenched 
this concern with food processors. 
Dividends have not only been 
paid without a break since at 
least 1908, but have often repre- 
sented well over 80° of net earn- 
ings. Hazel-Atlas shares, cur- 
rently quoted around 21 with a 
vield of 5.76, hold considerable 


investment attraction though 
their speculative potentials ap- 
pear rather limited. 


Sales of metal containers ac- 
count for about 40% of annual 
volume of Crown Cork & Seal 
Company; crowns and caps 46% 
and bottling equipment 14°. The 
current strong demand for 
crowns and caps, and with sales 
of containers likely to reflect sea- 
sonal improvement in coming 
months, suggest that 1949 volume 
may closely equal that of last 
vear when it came to $98.6 mil- 
lion. Reduced sales of bottling 
machinery, costs not fully ad- 
justed to selling prices and sea- 
sonal factors cut first quarter 
earnings to 32 cents a share. Sub- 
stantial improvement is expected 
but 1949 net should hardly ex- 
ceed $2.25 per share. Notwith- 
standing, there is a good prospect 
that dividends will again total 
$1.25 per share. As recent quota- 
tion of 15 for the shares was very 
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The Board of Directors has de- 
clared a quarterly dividend of 
50c per share on the outstanding 
Common Stock, payable on 
August 1, 1949, to stockholders 
of record on July 11, 1949. 
The transfer books will not close. 
THOS. A. CLARK 
June 23, 1949. Treasurer 











close to the low for 1948-49, the 
price appears to have liberally 
discounted the lean first quarter 
earnings and may inadequately 
reflect the improvement that ap- 
pears to lie ahead. 





Inventory Liquidation — 
A Key to Recovery 





(Continued from page 323) 


ated, though probably relatively 
shortlived effect on general busi- 
ness activity. The important point 
to remember is that in many lines 
today, ultimate consumers are ab- 
sorbing goods at a higher rate 
than they are produced ‘by indus- 
tries currently in the throes of ad- 
justment. Once stocks on hand are 
used up and especially after prices 
have been reduced, a more orderly 
flow of goods through manufactur- 
ing and distribution channels 
must be resumed. 

In such lines as textiles and 
other non-durables, the process of 
inventory liquidation is well ad- 
vanced. In non-ferrous metals and 
other industrial raw materials it 
is in full swing. In many durable 
goods, it is only beginning. Broad- 
ly speaking, the low point of the 
downswing and the timing of at 
least partial recovery will be de- 
termined more by the completion 
of the process of liquidation than 
by any other single factor. But 
such completion will be staggered, 
just as adjustment occurred in 
widely spaced starts. 

A feature in recent inventory 
changes, as shown by official 
figures, has been the gradual in- 
crease in finished goods inven- 
tories despite a generally declin- 
ing trend in total stocks. This ap- 
plies particularly to durable goods 
and doubtless reflects involuntary 
accumulation due to lagging sales. 
Thus from February to April, 
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anufacturers’ stocks of durable 

tished goods rose from $4,494 

llion to $4,714 million, whereas 
in non-durables the rise was much 
narrower, from $6,553 million to 
$6,572 million. In either field, 
stocks representing purchased ma- 
terials and goods-in-process con- 
tracted moderately, the result of 
cautious buying policies and the 
desire to work off existing inven- 
tories, on the part of wholesalers 
and retailers. 


These trends are likely to con- 
tinue for some time, probably 
along broader lines. At the end of 
April, each of the industries in the 
durable goods group reported a 
higher stock value of finished 
goods, and the same is expected in 
May. The ratios of finished goods 
to total inventories for both the 
durable and non-durable groups 
are still below prewar levels and 
in most individual industries the 
rise has been moderate to-date. 
One exception is the textile- 
apparel-leather group where cur- 
rent ratios are about the same as 
in 1939-40. 

The downtrend in book values 
of goods-in-process and purchased 
materials has been underway since 
last August in the case of non- 
durables, and since December in 
durables, reflecting their unequal 
adjustment start. The combined 
drop in March was more than a 
half a billion dollars but in large 
part probably reflects lower prices. 
Inventories of wholesalers have 
been declining only slowly and 
so far modestly; by contrast, re- 
tail stocks increased half a billion 
dollars from February to March, 
reflecting seasonal factors, with 
emphasis primarily on soft goods. 

Were the quantity of inven- 
tories in any given business, at 
least within broad limits, deter- 
mined solely by the scale of opera- 
tions, one could assume that inven- 
tory liquidation in many instances 
has already gone as far as it will. 
However, apart from the over- 
riding element of declining prices 
which argue against it, there is a 
good deal of room for flexibility in 
inventory management which now 
more than ever will be instru- 
mental in fixing the optimum 
quantity of stocks on hand. The 
radical change in the supply situ- 
ation stands foremost in this re- 
spect; so do anticipated changes 
in activity as well as the credit 
position of a business. All of which 
is bound to introduce a good many 
cross currents in policies among 
individual companies. 
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Generally, also, inventories tend 
to respond to a change in sales only 
after a lapse of some months with 
the average time lag shorter in 
trade than in manufacturing. 
However, with goods and mate- 
rials now in ample supply, any 
future response may be expected 
to be more prompt than in the re- 
cent past particularly when the 
call is for restocking, except in in- 
dustries where finished goods 
stocks are substantial. In their 
immediate practical application, 
then, these two elements will prob- 
ably cancel each other out. The 
average manufacturer, with his 
warehouse well filled with finished 
products, will go slow in stepping 
up raw material inventories even 
should sales improve. He will want 
to be convinced that the trend is 
genuine and lasting. For the time 
being, his main concern will be 
the working off of high priced 
stocks, despite temptingly lower 
prices for raw materials, lest he 
damage his own position. This is 
bound to slow up adjustment. 

But such an attitude cannot go 
too far; ultimately falling sales 
will force lower prices through the 
competitive process and while 
this may involve inventory losses, 
most corporations are well pro- 
tected against such contingencies. 
But not until buyers are convinced 
that prices are once more on a firm 
basis, can we expect demand to 
revive on a broader scale and pro- 
duction to move ahead. 





Our Expanded Capacity 
to Produce 





(Continued from page 318) 


this situation is now changing. 
Virtually in every industry, do- 
mestically, we are back on a re- 
placement basis which is bound to 
mean a smaller market than in the 
recent past. Foreign demand for 
American goods continues large 
but competition for foreign mar- 
kets, and in foreign markets, is 
increasing, and dollar shortages 
remain a major problem in ex- 
panding our exports outside of 
Marshall Plan schedules. 


Doubtless American industry, 
in its postwar expansion plans, 
has been counting not only on a 
permanently enlarged domestic 
market but also on a permanently 
larger share in world markets. The 
former expectation appears well 
founded. Today we have almost 
seventeen million more people than 
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in prewar. Not only that, but ow) 
enlarged population has relatively! 


greater purchasing power than) 
ever before, and has come to ex.) 
pect a continually higher standard 


of living. For instance, food con.) 
sumption alone is 10%, per per! 


son, higher than the average in 
1935-39. 


Population Shifts 


Also there have been vast popu- 
lation shifts, with newly expanded 
communities needing utilities, 
schools, roads, hospitals and other 
facilities of every kind which in. 
the aggregate should add up to im- 
pressive demand for the products 
of industry. Additionally, many 
facilities, largely neglected during 
the war, must still be repaired, 
modernized or replaced. All of 
which will importantly strengthen 
the ground swell of demand for} 
basic essentials of living and will’ 
contribute to maintenance of ac- 
tive business. 

We have stated before that de- 
ferred demand has been met, but) 
this statement requires elabora-| 
tion. It refers, essentially, to 
urgent deferred demand. It would 
be an ovestatement to say that all 
deferred demand has been fully 
satisfied. Far from it. There is 
every evidence that a good deal of 
it remains unfilled and will be ac- 
tivated by lower prices. With in- 
dividual savings piled up to im- 
pressive figures, such unfilled but 
postponable demand conceivably 
can and will greatly activate mar- 
kets whenever consumers are sat- 
isfied with price conditions, and 
the current process of price cor- 
rection works in this direction. 
Naturally with output rolling 
from a greatly expanded plant, 
competition will be intense but 
industry has been and still is pre- 
paring for it. A good deal of post- 
war expansion and modernization 
had as its aim not only greater 
production, but more efficient 
production. 

American business enterprise 
prior to the war has always oper- 
ated in an economy of abundance 
and will continue so. Techniques 
were consistently improved, new 
models brought out with the con- 
sumer in the driver seat, all of 
which requires an efficient and 
flexible productive apparatus. It 
would be erroneous, however, to 
view existing enlarged capacity 
merely in relation to probable in- 
creased demand, over prewar, in 
regard to established prewar 
products. Our overall manufac- 


turing capacity has been ex-— 
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Weighing the assets 
behind each share 


Do low-priced stocks have any place in the in- 
vestor’s portfolio? 


For the man with an ample retirement income—who 
can live comfortably on the interest from government 
bonds—the answer is “no.” But, for the average in- 
vestor who is still building toward financial inde- 
pendence—who needs capital growth to offset high 
living costs and taxes—the answer is decidedly “YES.” 


THE INVESTMENT AND Business Forecast of The 
Magazine of Wall Street is designed to aid you as an 
investor. It is not offered to the in-and-out trader. But, 
because low-priced shares have huge profit advan- 
tages, especially during certain times, we have under- 
taken exhaustive studies which are enabling us to use 
equities in the lower price ranges with great success 
in expanding the productive power of your capital. 


Now ...A Complete, Supervised Program in 
Low Priced Shares for Large Percentage Profits 


Low priced stocks vary just as much in quality and in 
profit and income prospects as do securities in any 
other price category. Some “cheap” stocks are not 
worth the few dollars at which they are quoted. Others 
are strong, undervalued growth situations with consid- 
erable intrinsic merit. 


Convinced of the outstanding profits that well selected 
low-priced stocks offer, THE FORECAST devotes a com- 
plete program to such growth companies—strategi- 
cally placed—which have realistically adjusted their 
positions to the 1949-50 outlook. 


Our 1948 low-priced stock cam- 
paign started with our recommen- 
dations to buy early in April. Near 
the 1948 tops in June-July we took 
profits which averaged 13% per 
issue. 


Profits even in 
dull, declining 
1948 


An Investment Approach to 


LOW-PRICED STOCKS 


Measuring earnings 
and dividends 










Enroll Now for Our Low-Priced Stock Program 


Join our discriminating clientele now to share fully in 
our 1949 program which we believe will add substan- 
tially to our profit record for, as opportunities de- 
velop, low-priced stocks of unusual promise will be 
definitely recommended. 


Every stock selected is carefully supervised. You 
are kept up-to-date on all new developments re- 
garding each company represented — and are never 
left in doubt as to the precise action to take. Specific, 
unhedged advice tells you what and when to buy and 
when to sell. In addition, your enrollment entitles you 
to consult us on your present holdings, 12 at a time, 
so your least attractive issues can be weeded out and 
the funds directed into our supervised program of 
growth stocks. 


Special Plan for a Rounded Program 


To enable you to diversify, THE Forecast also has a 
complete, supervised program devoted to top-grade 
stocks and good bonds for security of principal, 6% 
to 8% income, plus enhancement. Part of your funds 
can be used in this program. 


During 1948 we took approximately 8% profit consid- 
ering all recommendations in our conservative pro- 
gram. Near the June-July highs we sold all issues and 
have held 100% cash right through to protect our 
most conservative clients’ capital and to await bargain 
levels for impressively strong investment issues— 
many of which are nearing a buying point again. 


Our recommendations in conservative issues will be 
starting soon, so your subscription today will permit 
you to participate fully in this program, too. By mail- 
ing the coupon below, you can enroll now, sell all your 
weaker issues and share fully in our new selected 
advices. 








FREE SERVICE TO AUGUST I, 1949 
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Jed not alone because industry 
cts larger markets for vir- 
vuaily every product manufac- 
tured before the war, but for the 
manufacture of many new prod- 
ucts previously not existing but 
now widely accepted as a neces- 
sity. Thus the chemical and rub- 
ber industries, for example, hold 
dramatic possibilities for the de- 
velopment of new markets and 
new products, and this must be 
properly considered when ap- 
praising their enlarged facilities. 
Nevertheless, in its postwar ex- 
pansion plans, industry has been 
looking to large foreign markets 
—essential to domestic prosper- 
ity. With two major industrial 
competitors, Germany and Japan, 
out of the running and with 
others like Britain struggling for 
recovery and stability, American 
industry had things pretty much 
its own way; the world was clam- 
oring for American goods and 
took all it could get. Anticipating 
continued heavy demand abroad 
for their output, many manufac- 
turers probably enlarged their fa- 
cilities beyond the absorptive 
power, on a regular replacement 
basis, of even a bigger and 
wealthier U.S.A. population only 
to find that hopes for substantial 
foreign outlets have been clouded 
by the difficulties in restoring 
world trade to a healthy condi- 
tion. Were it not for the Marshall 
Plan, American exports would 
probably have shrunk substan- 
tially quite some time ago. The so- 
called dollar gap has become the 
bugaboo of foreign nations and 
American exporters alike, and 
1952 when Marshall Plan aid ex- 
pires, is looked upon as a critical 
year. 

There is demand for many 
American goods in almost every 
country, but this demand can only 
be made effective if the peoples of 
these countries can obtain dollars 
through marketing their products 
in this country, or by obtaining 
long range peacetime investments 
of American capital. If world 
trading could be freed of some of 
its political fetters, if the cold 
war, so inimical to a return to 
confidence and normalcy, would 
give way to real peace, most of 
the problems now hampering for- 
eign trade and limiting the out- 
lets for American goods could be 
readily solved or at least greatly 
minimized. Instead, the tendency 
is increasingly the other way, 
towards restrictionism and eco- 
nomic isolationism, and — as the 


356 


productive capacity of other na- 
tions increases — towards sharp 
competition. 


This is not to say that these 
tendencies cannot be reversed by 
bold and proper action but it will 
not be simple. And as long as they 
are not reversed, a part of our 
productive capacity enlarged with 
a view to active foreign business 
may well become excess capacity. 


Our foreign trade at present is 
still huge and thus an important 
prop to our overall economy. Ex- 
ports this year are likely to run 
between $12 and $13 billion, no 
mean outlet for the products of 
industry, and they will continue 
heavy so long as the Marshall 
Plan remains in operation. Our 
imports this year should range 
between $6.3 billion and $6.7 bil- 
lion but the trend appears down- 
ward which later may find reflec- 
tion in declining exports. For only 
by increasing our own takings of 
foreign goods can we maintain 
our shipments abroad at high 
levels, barring continued  sub- 
sidation. 


Doubtless industry needs large 
and active foreign markets to 
keep its expanded productive fa- 
cilities employed. On basis of nor- 
mal expectation, such markets 
appeared virtually assured just as 
the world demand for goods, in 
the wake of history’s most de- 
structive war, seemed unlimited. 
Moreover, it will be a long time 
until nations like Germany and 
Japan will again become formida- 
ble competitors in world markets; 
not only their own internal needs 
and limitations, but our control of 
their industrial recovery will see 
to that. But world trade as a 
whole is not free and crucial tests 
still lie ahead. Any improvement 
in the world situation would find 
this country in an excellent posi- 
tion to assume leadership of a 
bold program of world trade and 
development. American industry 
is geared for it. 





As I See It! 





(Continued from page 3138) 


quoted to his cronies the proverb: 
“An obliging bear is more dan- 
gerous than an enemy.” It would 
be well for the West to keep this 
in mind. Despite a friendlier and 
more obliging attitude of the Rus- 
sians, Western vigilance must not 
relax. 
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The Advantages of 
Long Term Investment 





(Continued from page 321) 


investment of $5000 in GM stock 
in 1924 woud presently have a 
value of more than $162,000, 
though current market quotations 
are depressed, as we all know. 
This illustrates how miraculously 
the development of a new means 
of transportation, 





backed by | 


brains and ample resources, has | 


brought prosperity to farsighted 
stockholders within a reasonably 
short time, provided they paid 
scant attention to panics, politics 
or highly erratic stock market 
action. 


Among a number of other con- | 


cerns with a startling growth rec- 
ord, Dow Chemical Company is 
an outstanding example. 25 years 
ago this concern had been paying 
dividends regularly since 1911 
and approximately $5000 would 
have been required to purchase 
106 shares at 47. Believe it or 
not, such an investment today 
would have a cash value of more 
than $354,000 if the shares plus 
subsequent split-ups had been re- 
tained by the original investor. 
All in all, Dow Chemical has de- 
veloped more than 500 chemical 
items, including bromines and 
chlorines, for which markets 
have expanded in line with the 
marked industrial growth of the 
country. Additionally the com- 
pany more recently has become 
the foremost producer of mag- 
nesium, a light metal with a seem- 
ingly unlimited horizon. 


In conclusion, while it is true 
that the astonishing records we 
have discussed are all based on 
hindsight, this does not diminish 
their significance in the least. As 
long as our system of free enter- 
prise endures, history will con- 
tinue to furnish plenty of ex- 
amples where stockholders have 
directly shared in the outstanding 
growth of wisely selected con- 
cerns. To select them on a basis 
of sound growth potentials is no 
easy matter, but once weeded out 
from the great array of shares 
with less promise, intermittent 


adverse price fluctuations, depres- , 


sions and panics should lose a 
good deal of their terror. 
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IT CAN BE DONE 
...but don’t try it! 





Sometimes it’s possible to break all the rules— 
and get away with it. 


The famous Tower of Pisa, for instance, has 
successfully defied both sound engineering prac- 
tice and the law of gravity for over 800 years. 


But for most of us, most of the time, the rules 
hold. 


That is particularly true when it comes to sav- 
ing money. 

The first rule of successful saving is regularity 
... salting away part of every pay check, month 
after month. 


Once in a blue moon, of course, you’ll come 
across someone who can break that rule and get 
away with it. But the fact is that most of us 
cannot. 


For most of us, the one and only way to accum- 
ulate a decent-size nest egg for the future and for 
emergencies is through regular, automatic saving. 


In all history there’s never been an easier, 
surer, more profitable way to save regularly than 
the U. S. Savings Bond way. 


Those of us on a payroll are eligible to use the 
wonderful Payroll Savings Plan. The rest of us 
can use the equally wonderful Bond-A-Month 
Plan through our local bank. 


Use whichever is best for you. But—use one 
of them! 


AUTOMATIC SAVING 
IS SURE SAVING— 
U.S. SAVINGS BONDS 


> % Contributed by this magazine in co-operation with the ; 


fe Magazine Publishers of America as a public service. 
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Don’t Follow A 
“DO NOTHING” 
POLICY 


As Companies’ Positions Change 


A Special Invitation to 
responsible investors 
with *50,000 or more in 


investment funds. 
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, 2 carefully have you studied 1949 first quarter earnings reports 
and 1948 balance sheets of the companies in which your funds are 
committed ? 


* Have you weighed the effects of increasing competition, price cuts, labor 
costs, demand trends — in relation to the dividend and earnings outlook 
for each concern whose securities you own? 


* The coming twelve months will be highly selective. Prospects for indi- 
vidual companies vary all the way from record income and progress— 
to probable slump. If your capital is important to you now is the time to 
take intelligent action. 


As a first step toward placing and keeping your account on a sound basis, 
we invite yeu to submit a list of your holdings to us for a confidential, pre- 
liminary analysis—if your investment funds are worth $50,000 or more. 


Without obligation our staff will prepare a report pointing out your least 
attractive holdings and tell you why to sell them. Valuable comments will 
be offered on your diversification, income and prospects for capital appre- 
ciation. You will be told how our counsel could help you and an exact 
annual fee will be quoted. 


Merely send us a full list of your securities, giving the size of your com- 
mitments, your buying prices and your objectives. All information will 
be held in strict confidence. 


Investment Management Service 


Backed by 41 Years of Successful Service to Investors 


NINETY BroapD STREET New York 4, New York 








